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ABSTBACI • 

This publication is designed to provide school 
district adainistrators apd boards of education vith inforaation they 
can .use in developing, adainistering« . and evaluating their district* s 
risk aanageaent needs. In particular, it is aeant to help school 
officials 1) identify local insurance needs consistent with 
California's statutory -reguireaents, -2) determine local policy 
regarding insurance coverage, and 3) adainister the prograa. 
Individual chapters focus in turn on the district's risk aanageaent 
prograa, statutory provisions relating to insurance, insurable 
values, .fire insurance^ liability insurance, student accident 
insurance, ^vehicular insurance, fidelity bonds, other types of' 
property insurance, package policies, vorke IS* coapensatiofa 
insurance,! group eaployee benefits, and self-insurance. Although it 
is intended priaarily for use by school off icials in California, the 
booklet: will be of soae value to thoscr'Un other states as well. The 
appendix presents suggested inventory procedures, a sasple cla'ssrooa 
inventory font, a saaple fora for listing school district ibsurance 
policies, and a saaple tax-sheltered annuities agreeaent with 
hold-haraless clause. (J6) ; ' 
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. foreword 



• I understand that one sentence, with minor variations in the wording, survived all three 
prior editions of this school business administration publication. Yet, the school insurance 
scene has changed so dramatically in the last few years ffeat the authors of this 1977 edition 
could rib longer say, as the writers did in 1956 and again in 1963 and 1969, that "Perhaps in 
no other phase of their business affairs are school districts so confronted with requests for a, 
share of the business as they are for their insurance business." Imfact most schooUistricts 
are now finding it Very -difficult, if not impossible, to find insurance carriers willing 'to write 
policies the schools can afford. . , . ' \ » 

. Of course by reading the'articles that appfear so often these days in our daily newspapers, 
we can begin to understand .why insurance companies no longer consider schools good rislq. 
For example, the Ridgecrest Dally Independent reported recently on vandalism in a high 
school in its city and; unfortunately, similar reports come from. every area of our state-: 

^ Obscenities spray painted on walls, toilets battered into rubble, and classroom movie Snd overhead 

projectors left in a useless heap were found yesterday in the wake of a weekend rampafee. through two 

wing? of Burroughs High School. ' . " . 

* - * *. ' 

Along with reports of vandalism, we . also find' reports like , this one fro;n The Davis 
Enterprise: ^ , — ^ 

The public, agencies in Yolo County have not exactly been beset by a floo€of lawsuits, but the 
premiums for liability insurance have risen steadily and drastically for all ,of them. In the past year, 
liability .insurance alone for the Davis Joint Unified School Dis'trict has gone from 524,515 to S40,248, 
bringing the total bill from 548,378 to 575,302. 

.Although it is easy to cite vandalism as the reason for the dramatic rise in insurance 
prem^iums, it is not the only reason, according to Roland Smith, Field^'Representative-in the 
• Bureau of Management Services, who has done an in-depth analysis of the problem. 
Although Mr. Smith acknowledges that vandalism has cejtainly been a contribi'ting factor to 
the increase in premiums, he says certain insurance company-related. factors also helped 
bring about the drastic change in scjiool insurance* For example, he .reports that insurance 
companies lost huge sums by the end of 1975 as a result' of "paid flaims; inflation, and 
•ncufred claims." He said one of the main factors for the huge'lo^ wa? the result of court 
rulings in the late 1960s that "eroded the statutory* immunities that had shielded school 
districts and other public entities from liability claims.'/ ' * . , 

' The developments that Mr. Smith has desGribed:x:auglit.many of us in public education by 
surprise. In fact until recently most of us did not even.know what risk management meant. 
Arid most of our colleges and universities with responsibility for training school 
adrninistrators did npit" include risk management in their coui^es . of study. It is now 
-apparent, however, that school administrators must become skilled in developing loca! 
programs in workers' safety and***; the reducjipn of vandalism, fire losses, and hazards tliat 
would increase a district'^ liability .insurance'." I' hop^'you find, this publication, 
tion of the School District Risk Mamgement Program/help ful ift developing such programs. 

However, whatever course* of actipn we take to protect pur schools and, thus, our 
children's lives, ^ we must remind ourselves as Glenn .W. Hoffman, Santa Clara County. 
Superintendent of Schools, reminded us* in an article he wrote not long ago: 



The single most important factor affecting the school building's safety is the attitude of the neighbors 
Jtoward what goes on in the school 'building. If the school is truly a partvof.the^coi^unity, students and 
Quit's will valu^it, and da;mage and defacempt of the school property will be'nfegligible because. Its best 
r^rotectors ^ill become the people it serves. ' . ' \ 
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Superintendent of Public Instruction 



Preface 



Through its I^^gajiipe^ C^i^^ ^as e$t^lished.sfa'ri^;ar(^ for the handKngof^schooU 
district's insurancfe^ltalFS, Such regulations generally ar^ limited to the definition of what 
categories of insurance are mandatory and what categories are permissive. 

The responsibility for the administration of a school diistxict's risk management program, 
is left with the governing board of the district, which must: • . 

- • Identify local needs consistent with statutory provisions 

Determine bcal policy ^ , : * ; ' ' - 

• Administer the program - * 

This -manual, a revision of the 1969 manual, is the result ofajomf effort by the California 
State Department of Education and the California Association of School Business Officials. 
It is designed to provide = to the governing boards and .administrators of school^ districts ' 
information that they may use to advantage in developing, administering, and evaluating the 
'districtVrisk management program. ^ ^ ' ^ 
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Chapter! 



The School District's Risk Management Program 



The primary objective^ of risk management has 
been "described as the minlmization)of the costs of 
risk. The Rindamental concept of n^k. management 
is to identify risk, to eliminate or control .exposure ' 
to risk, to assume the expense of recurring antici- 
pated' losses, and' to insure those losses which are 
not predictable anil ^which are too njuch tpx the' 
:/ district to assume. (See Figure, 1 foi: a graphic 
presentafion of the risk management concept.) * 

. A practical risk njanagement pro-am is essehtial 
-for every schbol^district regardless of its sLie or 
'location. Accident prevention as a jesult of risk ' 
identification, risl^ elifninatioh, and loss control- 
the action "taken and "the measure 'of control 

• introduced after an incident occurspare essential 
to minimize costs in every jurisdiction.. Smaller 

^ districts may find pooling arrangements with .other* * 
districts -an Effective means of absorbing losses'that 
are within their reserving capabilities, while larger 

, districts may self-insgjre in largec amounts or cany 
higher deductibles. But all 'districts will benefit 

, from good nsk management practices. , 
While few ^districts have the financial capability 
to employ a full-time risk Soanager, the risk 
management function is an administrative responsi- 

• 'bility that should be assigned a& a speqific duty in 
every^ district. Piogr&ive insurance companies; 
agents, and 'brokers \tt adopting the concept of 
risk management. and can provide. valuable .rTssis- 
tance and guidance ift the formulation and adminis- 
tration of the risk maiiagehient program . 

The purchase of '^insurance. is /one of the most 
perplexing problems facing school districts govem- 
, ing boards. Insurance companies were eager to- bid 
/for school district* business 'until the Jate. 19]6Qs. 
However, since that time school district losses fro^ 
fire, vandalism, and liability have increased .rapidly. 
These losses; plus an uncertain investment 'maJrket 
for insurance comnrfnies, have r;etfulted in, tremen- 
dous increases in insurance premiums for some 
districts. Other districts are finding 6iat c^rttin * 
types of risk ccvewge premiums hjave increased to ' 
the point where the * cost has caused them • tp* 



•assjume most. or all of their own risks. School 
district governing boards are feced with the diffi- 
cult* decision of how much insurai\^ a district can 
afford to purfihase and how much risk the district 
can assJhne through self-insurance. 

• School districts can take positive actions to 

reduce 'insurance costs in the future. They can 

improve thfeir image'as a ri?k group by reducing the 

number an^ 'the amount of claims. To accomplish 

this, the districts as a whole may find it necessary 

to' institute"^ planned progr^ims in such areas as 

•worker's safety* reduction of vandalism and fire 

losses, and reduction in liability hazards.' 
J? • . • * 

. Bidding^Practices in School Districts 

School 'districts are not required. byMaV to 
secure bids in- placing insurance^ The statute 

' requiring bids^before 'entering into a contract refers . 
to work ^to be done or materials or .plies to be 

* purchased. Insurance is in neither of these 'cate- 
gories. , ' * 
^ Insurance is not*a commodity to4)e purchased 
upon the basis of price alcne. In purchasing 
insurance, the' school district should buy a service 
from, a* company that has the ability to «meet 
prescribed^ obligations promptly. Certainly, the 
district must' effect' every possible ecpnomy in 
purchasing insurance; however, sound management \ 

'must be maintained. In placing insurance, the \ 
school district ipust therefor^ consider primarily " • 
the financial stability and' reputation for perfor: 
mance of the insurance company and the reputa- 
tion of the agent who is to represent it. 

• Certain lines ofinsuraqce, mainly in the casu^ty 
field, are .often competitive. Since rates vary, the 
school district has* -an obligation to plu^e its • 
business with due regard to etonomy. Some school 
districts liavje fouhd, however, th'it negotiating for 
quotations leads -to better results tban using a 
forihal bidding procedure. The'advantage of com- 
petition can thiis be obtained without placing the 

•^trict 'in a position where price alone might 
-become-the, controlling factor. 
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Ident^ica^ion of. 
risks by program* 



Desired results: 

• Minimum^cost 

• Adeqitote mk 
coverage - I 



Establishment of a district risk 
program evaluation procedure 
'to include: 

• Management participation ' 

• Loss reporting methods 

• Lossftontrol and'reduction 



Evaluation of risks in each 
^program by using a: 

» Loss analysis - 



^C6$t analysis, 





Determination of t6e amount of risk 
coverage the.district needs by using 
a combination. of :^ " ' 

• Self insurance^ 

• Basic coverage insurance 

• Excess coverage insurance 



^ Risk, programs include employee benefits, student insurance, liability/Insurance, fire-insurance, 
vehicle insurance, workers' compensation and others. 



*5®gJLJ^ inanagc.«)ent system 
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Distrib)itton of.Insurance Coverage 

Each school district ' should adopt a definite 
policy for the distribution of its Insurance cover- 
age Anpmwl^n^ this policy, the goyeming board 
shotdtfseek angers to the following questions: 

I. How can ^e district secure adequate and 
economical insurance coverage? 
'^ 2. What agents or brokers are willing to partici- 
pate and upon Ayhat basis? 

And in answering these questions, the board should 
pay attention to these points: . 

1. Insurance must be dealf with as a whole. A 
sound ^lsurance program cannot result from a 
collection of unrelated insurance ^ policies. 
Lack of coordination may lead to adverse 

. ^^ults^ such as policy nonconcurrency , incon- ^ 
' sistency in rates, overlapping coverage, and 
gaps in the overall program. ' ' 

2. Participation in school district insurance 
carries with it an obligation on the part of the 
agent ojc broker to render competent servide. 

3. The district should insist that those agents or 
brokers through whom .it does business dis* 
play a high level of professionaFexpertise. 

^A school dktrict generally uses one of the 
following procedures in placing its insurance cover- 
age: ^ . 

1. 'All insurance is handled through one insur- " 
ance agent or broker who- acts as insurance 
adviser to the district. 

2. The insurance is allocated according to type.* 
Under th|s plan all fife insurance and pfossibly 
some related lines are handled by one agent or 
broker, who, acts as adviser to the district on 
the lines with which he or she is concerned. 
The other types of insurance are handled by 
different agents. Thus, at least two or more- 
agents or brokers handle the district's insuf- 
-ance. 

3. The insurance is handled through the local 
agents' association. One member agent is 
designated as agent-of-record. This agent 



usually acts as Insurance adviser to the dis-^' 
trict. -.Commissions received by the association 
are divided 'between the agent-of-record and 
the association as declined by its membership 
. ^ . or as directed by4he district. 

4. All insui:ance is handled through a single agent 
or broker, who remits k certain portion of the 
commission to other district-selected agents 
or brokers or to his or her association. 

Each district should detenmne a policy regard- 
ing the placing of insurance. In working out a plan 
that will meet its particular needs, the district, will 
be developing a sound, economical, and efficient 
program. * * * 

Role of the Insurance Advisei^ . 

Insurance is so technical that in many cases 
school officials need to depend upon the insurance 
agent or broker for advice. Therefore, an agent's or 
"broker's ability and willingness to render compe- 
tent service should be^ven primary consideration 
in selecting the person to serve as the district's 
insurance adviser. The insurance adviser is responsi- 
ble for tasks such as the following: , 

1. Advising and assisting the district in, the 
establishment of an effective risk management 
program* 

2. Advising and assisting the district in securing 
and maintaining adequate valuation and pro- 
perty recorcis. 

3. Recommending placement of insurance. 

4. Seeking rate reductions through negotiations 
with rating bureaus for removal of penalties 
and recognitioti of credits. 

5. Assisting in securing favorable insurance rates* 
by ^suggesting elunination of fire hazards, 
suggesting optimum use of fire-detecting and 
fire-arresting equipment, . and reviewing plans 
for new buildings to' provide maximum secu- 
rity from fire. 

6. Asksting the district in maintaining adequate 
insurance records and files* ' ' 

^ 7. Providing advice and assistance in the settle- 
ment of claims 
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'Chapter II • . 

Statutory Provisions RelatingJo Insurance 



California law provides a broad basis upon which 
school districts, can develop insurance programs 
needed to protect themselves against losses caused 
by fire liability resulting from accidents or other 
causes, financial losses resulting from theft,' and the 
like, and to provide for -.the welfare of their 
employees in cases of illness or accidents: The legal 
provisions pertaining to various types of insurance 
are summarized in the following sections of this 
chapter, 

. Insurance of School Property 

1. The insurance of schoor property is manda- 
tory (Education Code Section 15802 
t39601J).^ This provision is interpreted to 
mean that fire insurance is required and that 

. dther kinds- of property insurance, siich as 
^ insurance against theft, glass breakage, px 
t)oiler dimage, are permissive. * ' 

2. Deductible, insurance may be carried at the 
discretion of the governing board (Education 
Code Section 158.02 [39601]). 

3. Either the school district or the contractor 
may provide for insurance during the course 
of construction (Education Code - Section 
J 5802 [39601.] 

4. As, a protection to the state, the State 
.Allocation Board may require school districts 
to insure builduigs and equipment that are the 
property qf the state (schools built under the 
provisions of Division 14, chapters 8 and 10, 
of the Education Code [Division l,chapters'5 
and 6]); However, no state funds apj)ortioned 
under the provisions of these chapters may be 
used -to pay insurance premiums (Education 
Code sections' 19410 [15709] and 19564 
[1€020]). 



The conesponding section jiumbci in the new (reorganized) 
Education Code (effective April 30, 1977) is given, where appUca- 
ble> in brackets after the old section number. 



5. S^ool districts may establish a fund for 

losses to property, covering deductible 

amounts or noninsured perils '(Education 

Code Section^5802.1 [39602]). ; 

Liability Insurance 

1 . Each school district is required to insure 
against the liability of Jhe district for death or 
injury to any person and for damage or lo^ of 
property as a result of any negligent act' on 
the part of the district, its board membersj 
officers, or employees /(Education Code Sec- 
tion 10J7 [35208]). 

2. Schooh-^istricts are required not^, only to' 
insure ^gainst their own liability but also to 
insure their board members, officers, an* 
employees for any personal liability' that' 
might arise from acts performed within the. 
scope of their offices or employment (Educa- 
tion Code Section.l 017 [35208] ). 

3. School districts are permitted to' insure 
against the^personaniability of the members 
of the board or of any officer orjemployee of 
the school district as an individual for any act 
or omission performed in the line of official 

• duty (Government Code Section 990). 

4. School districts^ are not permitted to tnsure 
for judgments against an employee for. puni- 
tive or exemplary damages (Government Code^ 
Section 990). - 

5. School districts may establish a fund for. 
losses from any liability (Education Code 
SectionM 5802.1 [39602]).^ 

Workers* Compensation Insurance 

1 . Division 4 of »the Labor Code makes all 
. employers, including public sigencies, .liable ^ 
for medical and hospital expenses and par-* 
tially liable forl6ss 6f income due to injuries 
sustained by employees in the course of their 
employment. . , » % 
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2. A school district must carry insurance to 
cover its liability for compens ation >yith the 
State Compensation Insurance /f und and^t 
with -any other insurer unless the fund refuses 
to accept the risk when the application for 
insuranjJe is made (Insurance Code Section 
1 1 870). The district may also selfiinsure for 
workers' compensation (the code refers to 
this as "permissibly uninsured"). The author- 
ity- for self-insuring fs contained in Section 
1 1870 of the State Insurance Code and Laboi 
Code Section 3700. • v 

3. School districts may establish a fund for 
losses under, workers' compensation (Educa- 
tion Code Section 15802.1).. (SeeyJhapter 
XIII on self-insu^rahce.) / ^\ 

4. The county superintendent of schools may, 
with the approval of ^the State Compensation 
Insurance Fund, secure binder pne policy-the 

^ . insurance- needed to. cover the liability for 
compensation of schpol districts in the 
county that consent thereto,^ pay the pre- 
; mium from the county school service fund,f 
^nd transfer from the funds of the districts to 
the County^ School Service Fund the amounts . 
of money required to pay the districts' 
proportionate shares of the premium (Educa- 
tion Cdde Section 8 1 2 { 1 252] ). ^ 

5. The governing board of a school district may 
provide^ for persons autht>rized by the board 

. to perform volunteer services for the district, 
insurance coverage that is the same as or 
comparable to that provided for its employees, 
including coverage under provisions of Divi- 
sion 4 (commencing with Section 3201) of 
the. Labor Code (Education Code^ Section 
1019 [35212]). 

* Student Accident Insurance 

1. Each district may provide medical or hospital 
service, or both, through nonprofit mem- ^ 

, bership , corporations or through accident 
insurance, for vpupils of the district who are 
injured while participating i^ athletic activities' 

* under the jurisdiction 6i the district. In 
either case, the cost may be borne by the 
district or may be paid by th^ansured pupils 
(Education Code Section 11851 [49470] ). 

2. Each district must provide accidental death 
insurance in- the amount of $1,500 for each 

' member of an athletic team. In addition, each 
school district must provide insurance protec- 
tion for medical and hospital expenses for 



accidenHl bodily injuries in the amount ofat 
least $1,500 for any member of an athletic 
team transported to or from school or other 
place of instruction or the place of an athletic 

' event . under the sponsorship or arrangement 
of the school district or the student body> 
organizatfon. The cost may be borne by the 
district^ the student body organization, or the 
insured pupils ^(Education Code Section 

,31752 [32221]). "Member of an athletic 
team" means the member of any extramural 
athletic team. "Member of an athletic team" 
also mcludes band or. orchestra members, 
cheer leaders or their assistants, pompon girls, 
team mariagers and their assistants, and any 
student or pupil directly assisting in the 
athletic .event' or activities incidental thereto, 
but only while such members are being 
transported to or from the athletic -event 
(Education.Code 31751 [32220]). 

3. Any district that does not employ at least five 
full-time physicians may "provide medical or. 
hospital services, or both, through nonprofit . 
membership corporations or througli accident 
insurance fot* all pupils of the district |for 

^ injuries sustained on. school premised w^ile 
pupils are in required attendance or v/hile 
they are being transpoiled by the district.fThe 
cost may be paid from the funds of the school 
district or by the insured pupils (EduCaition. 
Code Section 11853 [49472] and Insurance 
Cojde Section 115 12.4). 

4. Group, blanket, or individual student accident 
policies may be provided or .made available by 
a school district, but students may not be 
required to accept the services provided under 
the policies^(Education Code sections 11851 

. and 1 18^ (49470 and 49472]). The.govetn- 
.ing board may authorize the distribution by 
school district personnel of printed matter 
. flemished by the insurance coihpany or mem- 
bership corporation (Education (?ode Section 
11854 [49473]). 

5. Accident insurance may be purchased from," 
or memberships may be taken in, only those 
companies or corporations authorized to do 
business in the state of California (Educatic© 
Code Section 1 1851 [49470] ). 

6. If a school district does not provide or make* 
available medical and hospital services for- 
junior high school or high school students 
who are injured while participating in athletic 
activities, the board must notify in writing the 
parent or guardian of each student that these 



services are lacking (Education Code Section 
r 11852 ['49471])/ • 

7. School districts conducting excursions and 
field trips shall ' provide or make available 

• medical or hospital service for pupils injured 
while participating in such excursions and 
field frips (Education Code Section 1082 
[35331]). 

Groap insurance for School Employees 

1 . A school district may adopt a system group 
" life, disability, accident, and health insurance 

for the benefit of its officers, employfe^s^ and 
retired^vpmployees who dect td aa^pt the 
i)enefjb and who auUiorize deduction of the 
insiir^^ce premiums^^om^-their salaries (Edu- 
catioli Code Secti^^^ >f3009 [44041] arid. 
GovemirientvCodejSejqtion 53201). 

2. ' A school district may adopt a system. ..of 
medical and hoVpital services^ through non- 

" profit membership corporations foi; the bene- 
fit^ of its employees wh6 elect to accept the 

' benefits (Government Code Section 53202.1). * 
.3; A district may authorize the payment from 
district funds of any portion of the premiums 
or^membership dugs' for group life, accident, 

' or Health, insui;a^cg, or for med ical jor^hospital 

' serwceif'fbf dtific^ employees of the, 

district (Government Code Section 53205). 
The same provisioiisvapply to premiums fpr 
<group, accident and hekl^ insurance and to 
medical and hospital servibe insurance for a 
spouse or dependent childrenb^ an officer or 

• employee of the. district^qveFhrnent Code 
Section 53205.1). . 



Fidelity Bonds *^ 

1 . Each school employee who handles" school 
district funds must be bonded under a suit- 
able bond* indemnifying the district against 
loss (Education Code Section 17207 [41021]). 

2. School employees who handle school district 
property may, at the discretion of the board, 
be required to be boffded (Education Code 
Sectipn. 17207 [41021]|). 

3. Fidelity bonds may be in the form of a name 
schedule bond, a schedule position bond, or a 

. blanket bond (Education Code- Section 17207 
[41021]). 

A, The officer in charge of the revolving cash 
fund of a school district must be bonded in an 
amount -equal to twice Ihe amount of the 
revolving cash fund. The bond may be of the 
type/^specified in Education Code Section 
172(07^41021] or by a faithful performance- 
type .bond (Education tpde Section 21302 
[42801]). ^ ^ ^ / - 

5, The cost of required fidelity bonds must be 
- paid from the funds of the school district 
(Education Code sections 17207 an& 21302 
[41021 and 42801]). . , 

General Information ^ 

K School districts may join undir a jointp|)w^rs* 
agreement to provide for insurance coverage 

, (Education .Code Sectioi/ 15802.2 [39603]). 

2. School districts are permitted tq.proviue for 
volunteer workers insurance ^cbverage that, is, 
comparable^ to that furnished reglilar* 
employees (Education Code Section 1019 
[35212]).. ' ' ' 



:> 



ERJC- 



Chapter III 

Insurable Values 



Insurable, value is defined as the replacement 
cost of a property Jess depreciation . and less 
♦.uoninsurable or excluded items, including under- 
ground piping, fourfdations, j^nd land. A property 
may also *be insured for the cost to replace or 
rebuild it with like kind and quality at current 
.market "costs without allowance for'depreciation. 
• Thorough *knowled|e of the cuirent. value of 
property insured is necessary foK the following, 
^reasons: 

L'The value of the property must be determined 
before it is possible to know how mu<^ 
insurance to buy. * ^ ^ • 
^ 2. ^en fire, insurance policies are to be pur- 
chased or renewed, a statementpf values must 
be fileid -with the insurer or its rating agency., 
3. When school' fire insurance is written with a 
coinsurance or average clause,^ the insured 
must maintain a specified ratio of insurance 
to value to avoid penalty for partial losses. In 
the event . of loss, the district must be able to 
. establish that it is carrying an* amount of 
insurance sufficient to comply withW^'coin- 
. » sur^ce clause. • - ^ '^SLxC^ 

School fire insurance generally, is nvritten c^n a 
J)lanket .basis; that is, buildings and contents' are 
insured' as a single i^fem on an average rate. The 
problenis involved in determining ther value of^ 
property in each of these two categories >dtre quite 
different. It is" desirable to consider the problems 
9f property, appraisal for building separate from 
the contents. 



Appraisal of Buildings 

; Thb following methods are used by school 
districts to ascertain'building values : ^ 

1 . Appraisal made by an independent firm . 

2. Appraisal made by an insurance company 

3. Appraisal made by the district ^ . ! 



4. Estimate based on construction cQst data 
appraisals made by the district staff 

Formal Appraisals \ 

A commercfal firm of appraisers usually makes 
the ihost. accurate estimates of the insurable values 
of buildings. The cost of this service, however, may 
prevent its use., ' - . ' 

School districts should consider employing an 
appraisal firm under, the fdllowing circumstances: 

1. When an. older building for which there is no 
recent? of adequate appraisal information is 

* r involved'^' " / 

2. When an unusual ^structure, such as . an aban^" 
doned or condemned building, is involved 

. 3. When complete and accurate building cost 
data are lacking , ' \ . ^ 

Insurance Company Appraisals 

To" establish insurable values, a. school district 
jrnay use the services of an insurance company in 
lEhe following ways: 

1 . An appraisal established by a ^professional 
appraisal firm may be updated periodically 

^« and may be kept current.- ' - ^ 

2. The insurance company may establish the 
original 'appraisal and may provide^ periodic 
revisions. 

I>istrjct Appraisals ' , ' ^ < - , 

* the State Allocation Board has established a 
method for determining building cost allowances 
.under the State Building'Xid Law. The following ts 
a procedure used in computing replacen^ent value: 

1. From the floor plan of a specific building,* 
identify each space "(classroom, gymnasium,' 
and toilet facilities),'and determine the num^ 
Ifer of square feet in eaqh s^ce. 

2. Find the appropriate unit cost per square foot 
for each of the identified spaces from the 
Base Schedule of Allowable Unit Costs for * 
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School Construction prepared ^by the Office . 
of Local Assistance.^ • ^ 

3. De^rmine the geographic adjustment factor 
'To/ the axQ^ in which the building is located 
. anosjpf^fy this factor to the appropriate unit \ 

cost per square foot. 

4. Adjust the unit cost per square foot by the 
latest periodic index adjustment factor estab- 
lished by the State Allocations Board. . 

5. Compute, the replacement cost of^each space, 
and then add the costs of all 'the' spaces to 
obtain an insurable replacement cost based on ' 
the state aid maximum allowable for the 
building. 

6. Apply the adjustment for small building areas, 
if applicable. 

Construction Cost ^ata Appraisals 

TheJ:ontract cdsFof a building xan provide the 
basis for an appraisal, provided the following 
conditions are met: 

1. The data on original cosrt are complete and 
accurate., 

2. The cost^ of all alterations, replacements, or 
< modernizations are reported. 

3. Hie data -are^ in such iorm Jhat the cost of v 
excluded items can be separated fromihe cost 
of insurables. ^ ' 7* 

' 4. The original cost is related to replacement 
co3t base^ on building cost, indexes.* 
- 5. Adjustment lis made for depreciation, except 
where insurance is written' on a replacement 
,\ cost basisi / ' \ ^ 

Appraisal Program Guidelines ' ^ 

To determine the insurable values of its build- 
-ngs, a school district may establish an -appraisal 
program such as the following: 

1 . Establish a starting point. For older buildings, 
secure an appraisal, preferably from a firm of 

* professional insurance appraisers. For new 
buildings, repord contract cost data. The cost 
of noninsurables must b.e excluded. 

2, Determine current replacement cost' each 
. year. The building cost index can be applied 

to adjust all. building cost figures so that 
changes in cost are reflected. All valid former, 
appraisal figures can 6fe adjusted in ihis way 
regardless of how the appraisals were made 
- originally.- 



Applicant Handbook: State School Building Aid Prepared by 
the Qfficc of Local Assistance. Sacramenlt): California Department 
of General Services, 1^76, S^tion A-1600. 



3. Determine the amount of^depr^^iatidh. Sub- 
tract that amount from the adjus^-reglace- 
meht cost to<ietermine the insurable value." ^ < 
- 4. Ask an insurance company to survey insurable 
valuesi^ Do this whenever established insurable' 
valij^s become questionable for any reasoi. If 
a question still remains, a similar school 
property may. be appraised by a professional, 
, appraisal agency. 

Depreciation Factors 

The. school district should always purchase insur- 
ance for a buildihg.on a replacement cost basis. In 
the event of loss, the'^buildirlg is replaced at no 
additional cost to the school district because of 
depreciated value or increased costs of constiuc- 
tion. \Vhen insurance is written on^a depreciated 
basis, depreciation can be figured as follows, with 
the maximum amount of depreciation not to 

exceed 70 percent: 

■ *' 

1 . Fireproof construction (XVi percent per year), 
^ Includes exterior and interior-bearing walls of 

approved masonry pr reirtforced concrete; 
* building frame^of steel or reinforced concrete; 
^nd interior walls, floors, joofs, and perma- 
nent partitiohs^f less than four-houi/ fire- 
resistive ratin^.J^v/"" 

2. Other masdnt^^or concrete construction (1% 
percent .per year). Includes exterior walls of 
approved masonry or reinforcecj'concrete and 
iiiterior walls, floors, roofs,. and partitions of 
less, thap four-hour fire-resistive rating. ^ 

3. Light, ^noncombustible ' construction (l.pQjjr 
^ent 'per year).* Includes exterior walls <Jf 
noncombustible materials with at least ^a. 
two-hour., fire-resistive rating and interior 
members of noncombustible materials, . \ 

4. Frame construction (IVi percent per year). " 
Includes buildings in which exterior walls and 

" interior coristruction 'are wholly or partly of 
wood, including masonry veneer,' and stucco^ 
, on frame buildings. 

5. Unprotected metal coristruction (3 percent 
per year). Indiides structural supports of 
unprotected metal and walls .and -roofs of 
sheet metal or lof other noncombustible 
-njaterials. . / < - 

Th^e depreciation rates are considered by many 
insurance experts to be high.. Some valuation 
sefrvices used by insurance companies hold that^ if a' 
building is being used for the purpose for which it 
was constructed, fhe total depreciation should not 
exceed 50 percent. To avoid a coinsurar^e penalty 



under the terms of the "average clause'' -of the 
. policy^ each* school district should consult with 
competent specialists (architects, insurance agents, 
insurance company en^neers, anS apgraisers) 
before^^ establishing depredation rates on specific 
buildings. . • , • 

Although the original cost of a ^structure *has 
Jiistdrical significance, the insurable value Of the 
structure is always determined in reference to its 
current replacement (;^st. Before adjustments for 
depreciation are made, the current replacement 
cost of an identical structure, at the ^ven location 
should be^ determined. Available building cost 
indexes that reflect vTOations in labor and material 
costs by month^and year ^hould be used for this 
purpose. Indexes ar^ calculated on a regional basis 
and are essential in keeping valuation xecords 
current. 

Appraisal of Contents 

!The purposes of the contents ' appraisal program 
are (1) to establish insurable values to determine 
the /amount of insurance to be carried; aiid (2) to * 

.establish: a basis for reaching a settlement ^in the 
- event oj|,a loss. Contents inclij'de supplies, equip-^ 
ment, apd furnishings ^hat, although housed in^a 
^ building, neither constitute an integral ,^art of the 
building nor are . perijbanently attached /to] the" 
building.^ Since such, a definition is generM in 
nature, mdxfy items of fixed equipment comnionly ' / 
found in schools may be classed either as contents / 
or as parts of the building. Items included In this ' 
list are chalkboards, biilletiji J)Qards, large display . 
cases, ^office. counters, shop machinery, unit heat- 
ing or ventilating equipment,^ benches^ and tables 
or desks that are attached to thje floor or wall. For 
good management of the school district's insurance 

/program, the following considerations ^ipuld be 
kept in mind in dealing with such itejns^:^' 

1. The school district usually determiners Whether 
/ . borderline items are to be considered as 'con- 
/ tents or. as part of the building in which they 

. . are fpund. 

2. All items of value are to be included as'eitlier 
building or contents; nothing is to be counted 
t\yi6e.. 

3. When building rates* are lower than content 
rates, it is usually advantageous to. include 
items that can* be Qonsidered permanently 

; fixed as part of the building rather than as- 
contents.' i , 
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Business Administration Publication No. 8. Sacran^cnto: California 
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■ ^ ■: ■ '. 

ERIC ' ' 



Contents Valuation . . " 

The means commonly used by School districts to 
determine value of. buildings are also used ^ to 
determine value of contents. These means are the 
folloWmg: 

L Appraisal made by firms of professional 
' appraisers^ ' 

2. '' Appraisal made by an insurance company 

3. Estimate made by the district, based on * 
purchase cost data 

Building appraisal and contents apprdsal pro- 
grams differ in procedures used to maintain, an • 
up-to-date record of values. This difference results * 
from .the relative iinpermanence of .furniture and, 
equipmei^t.j • , j . 

The natufe of contents may be described as 
follows: I ' , . - 

L Acquisition of items is mor^ or lessvcontinu- 

2. Replacement of items is relatively frequent. 

3. The unit yalueiof items varies greatly^ * 

4. Items are subject to removal and relocJktipn. ' 

. Becaiise of the inherently transient nature of 
ci^ntent^l the appraisal /program must provide fpr . 
value as^'pf a giyen date^but must also provide for a ' 
system of records to k^ep valuation data current. 
(See Appendi?^ A, "Suggested , Inventory Proce- 
dures," and Appendix B, "Sample Inventory 
Form.n ' \' ^ \^ 

h > 

Contents Records vT'^i 

An effective inventory recor4-systejji for any 
school district should produce necessary in^rm*^- 
tion as economically as i)ossibl.e. In deciding what' 
records to maintain, each district should weigh 
carefully . the use to \be^made of recorded, data ^ 
against the; cost of maintaining the records. Tli^ - 
two basic insurance requirements'that the contents 
records program should provide are: 

1 . Information for determining the amount of 
insurance to carry • ' - 

, 2, Recorqsrthat are sufficient to establish. proof 
, of loss • 

In determining the most economical n^eans of 
meeting these requirements, the following points 
should be considered: - . * ' ' 

1. In general,^the kii\d and value of contents jn 
one classroom are likely to be similar to those 
in other classrooms. ^ 

2. In regular classrooms the chief variable in the 
number of units during a schcTol year is the 
number of student desks or chairs and/thc 

^ * * 
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amount of "floating*' equipment, such as 
maps and audiovisual equipment. 

3. In the event of loss,j5nrollment records and 
statements of teachers are strong evidence in 
establisliing the number of student desks and' 
other major items of equipment. 

4. Ifrinhe event of loss, the valve of items can be 
approximated by appraising the value of 
similar items in prototype classrooms. Even if 
elaborate records are maintained, such a 
comparison is a major consideration in reach- 
ing a settlenjent. 



, Contents Depreciation 

Depreciation of school equipment varies widely 
because of differences in maintenance and replace- 
ment policies. Unless accurate records of equip- 
ment depredation are maintained, an annual aggre- 
'gate depreciation factor should be applied with the 
approval of the insurance carrier.^ ' , / - 

' Cciitents Appraisal Program | jj 

^To keep an accurate account of the.v^lue of the/ 
contents of Duildiings, a school dist^ct 'should 
establish a contents appraisal program Such as the 
folfowing:?. / / / 

1 . Determine what items are to be' cohside/ed as 
/contents. All items^ of value shouH be 
^ / included -either parts of ljuildings or as 
contents. No iteni should' be/ counted more 



than once. Because premium rates are lowej 
for'^uUdings than for contents, borderline 
items sftould be .considered part of the build- 
ing rather than as contents. The inventory 
should be made annually room by room and 
building by building. It may be made by>the 
teaching staff at theuend of the school year. 

.2. IdShtify articles^ that have high unit value, 
such as projectors and, office . machines. The' 
manufacturer's serial number may be used, or 
the awticles may be taggedr For each such 
item,, maintain an individual record identify- 
ing the article and recording^ the date of 
; acquisition and the purchase price. 

S.Price each item inventoried ^on the basis of 
current market i^rices so that it may be 
replaced v^^^h a new article of silflilar kind. 

4. Total and jsummarize^ the ctfst/dafa for the 
contents of eacli.4)uilding. / 

5. Adjust the total value, of the equipitfent for ~ 
depreciation. If a ^consistent' policy; of maint^-./ 

* ; nance and replacement off all equipment is j' 
followed, a schoolwide or pistriciwide depre- 
cia joh rate o£ from dsf percelit ,fo 33 V3 
percent k usually, reasonable. ^ ' 
Maintain on a district basis separate records of 
all acquisitions and all retirements. 



6, 

7. Provide for recording/' transfers of items of 
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equii^ment from one sdhoollxo another school. 
Keep thk inventory in a' fireproof safe or,"*-- 
preferably, keep a second Lopy elsewhere.^ 
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• Chapter IV 



Fire lrisuran(j'e. 



An adequate- fire insurance program is es^ntial 
"to the maintenance of a school district's plant and 
educational progfam. A standard Xire insurance 
policy provides protection against losses resulting 
] from' fire and lightning and, by ^endorsement, 
covers additional perils s\ich%as vandatiyn and 
» malicious mischief. In stnaller districts, combining 
fire and liability coverage in a package policy is 
often desirable. * . 

, , Experience suggests that all policies should 
require that[ a notice of cancellation be given af 
least 90 days in advance to allow^sufficient time to 
_ Obtain^other coverage. ' * . ^ 
^ ; Most companies follow ^ISO (Insurance Service 
^Office, the recognized governing body for property 
and liability insurance rates and * fonrfs) rules, 
which no longer permit term discounts for fiie 
insurance premiums. Most insurance companies 
rerate all their policies on an annual basis, even 
- tljpugli they are^ v^ten for a term longer than one ' 
year. ^ . - . 

- Average-Clause Coverage (Coinsurance) 

Average-clause coverage (coinsurance) is a fire 
insurance plan under which the insured receives a 
. lower rate on -his or her insurance if he or she 
carries an amount of insurance .equal to a cettain 
i)ercent of the' value of the property .*If the person 
fails to carry this amount, he or she is penalized ia 

♦U^ 1^0^ i^'^' • If-. ii_ J t^J 



lise of ^^'agreed-amount clause. Under this clause 
the insu/ed and the company agree to values. Each i 
year th* iiftured fiJi.'S a jiew statement of vaWw, 
and if acceptable to tho^compaqy, the agreement is " 
extended. During the time that the agreedtamount 
clausens in effect, the coinsurance clause idi^s not 
apply/ and the insured cannot be penalizecl. 

Actual Cash V^lue Versus 
Replacement Cost " 

.Actual cash value, which is the basis of valuation 
in a standarc! fire insurance policy, amounts to 
replacement cost le§s depreciation.^ If insurance is 
purchased on this basis, the school district must 
make a contribution to offset the depreciation loss. 
But because' th'ey are usually unable to set aside, 
funds>for depreciation, school districts frequently 
purchase insurance on a replacement cost basi^ for 
both buildings and building contents. Paying the 
small additional premium for replacement cost 
coverage is a good alternative to paying a substan- 
tial amount in the event of loss. / 

Stop-Ldss Insurance 

' Stop-loss insu^nce- is the purchase of enough 
coverage to protect a school district against \\i 
determined maximum possible and maximum 
probable 16ss exposures. The stop-loss insurance ' 
amount is lower tftan the> total, of the school^ 



theeventofaloss. Coinsurance is usually carried i^iV^, district*s. building and contents values, aad,4t is 

thft Jinfhllnt nf nprrpnt r\r on riAri^anf TTiot-o- ^U^ L.^^:^^..^ 1 ' 



the amtount of 80 percent or^90 percent. There 
fore, assuming 90 percent ppinsu ranee, a property 
. worth $100,000 mUst be covered Jbj^^ia^POJOdO 
policy to collect a loss in full.- If only $66)OOOjn 
insurance coverage is carried, recovery is or 
two-thfrds of. the loss. ^ 

. Agreed-Amount Clause 

Some insureds" may fear, particularly in periods 
of. inflatioh, that they have -insufficient insurance 
coverage dnd -are, ' therefore, ■ subject to a coin- 
" *'surahce- penalty. This fear can be eliminated by the 



pinpointed to the maxiftiuni loss exposure^tfreas.' 
The insurance company thus has^lower limits of 
insurance .under its policy and does not need to 
purchase the amount of reinsuranc|e protection 
tliat it wouW if it were writing a policy insuring 
total values. The premiym cost of the policy is 
thierefore less, Without the' cost of • reinsurance 
which would, otherwise be needed, and the^'policy 
coverage is tailored economically , to the tru'e 
catastrophe loss-exposQres of the scho6l district. 

A'variajtion of stop-loss philosophy requires the 
school district to assume a large deductible; arid 
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after the' aggregate of individual fire losses above 
$1,000 have equaled the deductible, the' insurance 
company then covers all losses for the remainder of 
the contract period. : • 

Forms and Rating Plans 

Coverage on school property may be written in 
several ways. No single, plan will be best for all 
schooLdistricts. The services' of a competent agent 
or an agents' association may be used To review the 

^ needs of the district and to recomjiaend, the most 
suitable program. The following forms^and plans 

, should be considered r 

1. Multiple' location building and equipment 

^ • plan, Thii rating plan is a part Df the fire ' 
policy with the school form attached and is.' 
subject to the perils of fire, extended coverage 
losses, and vandalism. Reductions from nor- 
mal rates of 20 ^er/^ent to 40 percent may^ 
obtained where loss^xperience has been 
• favorable. To be eligible, a district must meet 

the following conditions: % 
^ a. Two or more locations «Qr^*^equire^(t- Each 
separately rated buifdijig or structure is- 
considered to.be a separate location. 

b. The sum of values elsewhere than at the 
principal location must e^tfal at least 10 • 
percent of total value and must ancrount to 
at least S50,000: 

c. A, coinsurance clause of at least 90 perceiA^^ 
- ^ must apply. • . . '. '"^^ 

d. A basic premium of at least $1 ,000 must be 
developed.; Xhe basic premium' is the total 
premium computed'upon vaiueS submitted 

• . in the. application for, average rate, includ- 
ing premiums for coverage against fire, 
* extended coverage losses, malicious mis- 
>'^hief, and vandalism. 

2, PubUc andfinstitution&l property, form (PIP). 
Use of this plan requires an anrfual inspection 
of all property by' the rating bureau^ or 
company and two inspections annually by the 

•insured.. Cooperation of the insured in com- 
» plying with recommendations is an integral 
part of this program. The PIP form contains 
the following features: 

a. The coverage ?iiay be blapket insurance on 
a specific schedule,^or it itiay be a combina- 
tion of blanket and specific insurance with 
90 percent or 100 percent insujance. t 

b. The form provides an agreed amount that is 
, to be either '90 percent of 100 percent of 

, the amount shown in the statement of 



* values. The agreed amount mustbe renewed 
each year. ^ 

'C.^The plan provides coverage against the 
perils of fire, extended coverage losses, and 
vandafism. [ - ^ * * ^ 

d^ A multipte-Iocation credit ofB percent is» 
die wed* for all perils covered. 

e. No. surcharge is Required for adverse expert-^ 
e/ice. ^ ^ \ 

f A $100 ijeductible is required on all perils. 
The -deductible applies, separately to 'each 
building (including contents) and to per- 
^nal property in^the open. The aggregate 
deductible amounts to \$ 1, OOO i)er occur- 
rence. 

g. A replacement cost endorsement applying; \ 
to both buildings and equipment and not 
requiring rebuilding on the ^ame pi;pmises 
may be attached. . . . , 

^ h. Tlie plan calls for an annua) premium of at 
least SSOO. ^ . *^ 

i. The prescribed form contain^ extensions of 
> -.coverage: additional insurance on personal 
• property away from the premises; personal • 
. ' property of employees; ne>Vly. acquired 

• property; and valuable papers. 

3, Package policy plan, A multiple-line; package 
plan*may include both property an(j^ casualty 
coverage in a single policy.' This form of 
coverage has- many advantages land compares 
, -favorably with other methods of writing 
insurance. The property coverage is basically^ 
the same as that found in the piiblic and^ * 
institutional property form, and ^ the liability, 
coverage is normally like that of 'the compre-, • 
hensive genera^^^ liability policy. Many other^ 
coverages, ,such as automotive, steam boiler, 

^ fidelity, money and securities-, .burglary, and 
all-risjc floaters may be added to the package.^ 
Package policies have-many advantages for the^^ 
insured, such as the convenience of one 

* policy, one expiratidn date, and one prer 

■ mium. These policies may reduce ^gaps or 
duplications in coverage. 

A, Additional perils. In addition to the standard 
perils (fi .fire, extended coverage losses, and 
vandalism and malicious mischief, the plans 
previouslyydi ascribed may be broadened to 
cover additional perilsjes follows: 
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a. Optional perils (broad-form perils endorse- 
ment). Policies niay be extended to coyer 
• falling objects; wei^t of ice, snow, or sleet; 
collapse of, buildings; water escape; and 
. freezing of plymbing and heating systems. 
Special extended coverage endorsement. 
, This endorsement extends the policy toj 
include not only, the perils listed in the 
previous paragraph but all other risks of 
' physical loss, ^subject to x^ustomary .exclu- . 
sions, which include war, flood, and earth- 
quake; Earthquake may be covered sepa- 
rately if desired; ^ \ - - 

^ Deductibles . * * 

i 

'In developing its insuranpe program, a school 
district should consider deductible coverage 
because the (Jistrict will probably not benefit from^ 
^(»mm*bursemeht'for many smaif cldms. 



1 ;: ' ^ • 

f . Extension of Coverage 

.The insurance plans identified in, Table 1 contain 
certain extensions of coverage of varying signifi* 
cance which can be of importance in some 
instances. | " . • ' * . 

If one or* more school buildings W.er^^riously 
dajnaged, ;the cost of carrying on necessl^ opera* 
tions could* be substantial and the (k)verage of 
S5,000 'grossly inadequate. A plan may., be^ 
developed as to what actions .would be taken if a 
building ,became untenantable. An estimate nlay 
then be ihade.of all initial and continuing increased 
costs of Operation, and adequate "extra-^pense'' 
insi^rance catf be purchased as required. 

V:aluable papers should be kept in fire-resistive 
cabinets for protection against damage or destruc- 
tion, and a school district .should consider '^all- 
risk" insurance tO|.replace damaged or destroyed 
records. ' * ' . ^ 



TABLE 1 

Insurance Plan Extensions of Coverage 



Extensions covered, by the type of insurance plan 



Type of extension 


Standard 
fire form 


. PIP 

• •/ J 
form 


Package 
plan 


Personal property of employees ' 
(up to'$$,000) . . / . ' ' 1 , . 


Ybs. 


Yes 


Yes- 


Personal property off-premises . 
(up to $5,000). • • . ^ 


, Yes 


Yes • ' • 


. Yes 


Extra expense (up to $5,000) ' 


•Yel • 


V No 


. Yes 


Valuable papers (Up to $5,000) 


No 


Yes 


. Yes 


N«swly acquired property 
(up tb SI 00,000) , . V . 

i \ i ,^ . . ■ 


No" 


, Yes 

• 


Yes 


Trees, plants, and shrubs 


No ^ 


No 


Yes 
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C^iapter V 

, liability Insurance 



_ Because of the doctrine of governrneribl immu- 
nity, schoobdistricts m'^some states .are not subject 
to full, liability'' for torts committed by their 
^ officers, agents,^or employees. In California, school 

^is^cts have legal responsibility for the negligence 

oF their employees and for dangerous or defective 
conditions of school property. School district 
liability may result from any of the- following 
"^circumstances: 



2. 



3. 



I. Injury to pupils resulting Jrom failure to 
provide adequate supervision. The school dis- 
tjrict has a responsibility. t,o provide super- 
vision for .pupils. Failure .to provide this 
supervisi6i):niay be construed as negligence. 
Injury to person or property resulting from 
the nfgligJnce of officers or employees of the 
district or of anyone authorized to act for the 
school district. In general, negligence means^ 
failure to act jTS a reasonably prjident person, 
would be expected to act under like circum-* 
stances.. Since this definition is subject to very ^ 
.broad , interpretation, the school district 'si 
exposure to a liabili^ claim may be consider- 
able. , ^ 
Injury, to person, or property x^esulting from 
failure to maintain a safe place or to condtJet • 
^ * operations in a safe mmmen Because of 
' _ statutory distinctions, cities and school dis-, 
^ tricts, even when they operate identical recre-' 
ation programs, are subject to different liabil- 
^ ities. Sjnce a .<;chool district is respQnsible for 
providing adequate supervisioVi, failurq to ^o 
so may render the school district liable. 

Liability of School District and 

School Personnel * 

J Tlie following sections from the. Government 
Code and the QvUCode specify tli'e .liability .of 
^school districts antftheir personnel: ' - 

* '1r>e<^i;wmTient Codd Se^^ 

- (a), A public entity is liable for injury proximately 
V caused by an act or omission of an employee of 



the public entity within the, scope of -his. 
employment iPthc 9ct or oijiisrion would, apart 
from this section, have giVen rise to a -cjiu^ of 
action -againsl that employee or, his personal 
representative. •* , 

• (b) Except a^ otherwise provided by statute, a gublic* 

> , \ entity is hot liable for an'injury resulting from ah 
act or omission or an e'mployce of the public 
entity* where* the employee is immune from 
• liability. ; -.a 

2. Government Co(ie Sectiom820 provides Jhat 

. . a public" empIdVee is liable for injury 
caused by his act or omission to the Wme 
extent as a private person/* Thfcse code 
sections^are modified by^specifid immunities 
provided in Government Code sections 820*2 
through 822.2. The most importaijt section is ; 
. Section :820.2: " . ; . a public employee is not 

liable for an. injury resulting from his act or ' 
> omission where the act or omission was the " 
' , result of the exercise of the discretion* v6sted 
\ in hirn^ . . . r * f ' • 

3. Civil Codb Section 1 714 states: ' ^ ' 

' Ever/one is responsible, not only for the result of his 
wilfull acts, but also for an injury occasioned to " 
^ another by Ws want of ordinj^t, care or skill in the * 

management of his property or person, except so far* 
as the latter lias, wilfully or by want of ordinary care, 
brougjit the injury upbn himself... . . 

Purpose of Liability insurance • \ 
Tlie nature of the school operation and of the 
statutory liabilife^ involved exposes botlvthe school 
^ 'district and its personnel tp liability sujts. ^ 
Therefore^ the California Legislature has made it 
mandatory that each school' district carry insurance 
covering the legal liability of the district ^nd the 
pereonal liability of -its board members and 
employees when they are acting within the scope 
of their office or employment. A school district 
may insure^ against the personal liability of its ' 
officers and employees for any act or,omissioa 
pferformed in the scope of employment. In 1967 



the legislature adopted Education Code Section • 
10194352121,* Avhich; authorizes the governing 
board of a school district to provide* insurance 
.coverage f6r persons Authorized by th? board to 
perform volunteer services for \hc school district. 

liability insurance is written to cover those who * 
arc named as insured in the agreement 6/ poFicy. 
Since members of gpveming boards of diskicts and 
district employees must be 'covered, alhniust^be 
named as a group in Yhe'pulicy; otherwise Jheyal^ 
not covered. •To coitfply with this requirement, a 

^governing board should include the insured id its 

"agreement in a form that cover? school district 
perronnei as Well as the district. A tyj5ical inclusion 

reads in part: "The I School' 

PistFk:t,^1he members of the governing board, and 
employees, ^individually and collectively when 
acting within ' the scope of 'their office or 
employment Although , such a statement/ 

^probably covers employees ^hile working With 
student, body •organizations^ confusion may be 
avoided by'includmg a statement to the efifect that 
memb^ of student body organizations while 
under the jurisdiction of the governing board are 
amon^ yie named insured. Sinqe liability coverage 
is m^datory, the policy should be endorsed with 
wording of this type: "Other terms and, conditions 

.of this policy notwithstanding, it is agreerf that this 

•policy shall cov^r that wlikh'ls required to be 
insured under provisions ^Education Code Sec- 
tioi)^ipi7"I35208]. ^ .\ -] 
* School districts mow must cover officers and 
employees against ordinary on-the-job 4}ability. 
However, a number* of borderiine risks may be 

' construed as eitfter on-the-job or as personal acts* 
even tHbugh they arise from job, responsibilities; 
e.g., libel, slander, false* arrest, malicious prosecu- 
tion, and trespa^ing.' Such risks are not always 

; clearly considered by law to represent on-the-joti 
liability and are not covered byjm ordinary 
liability policy. SchooF officers and employees may 
be'^sured against such risks under provisions :of 
Government Code Sections 989 and 999, whigh , 
cover any act, or omission within the scope of 

"employment". Such cbverage under the district's 
liability policy requires a special endorsement. 
^ The coverage that liabiDty insurance onliharily 
provides includes the following: " ' 

1. Investigation of all liability claims 



The conesponding. section number in the new (reorganued) 
Education Code (effective April 30, 1977) is given, where applica- 
ble, in brackets after the old section number. • ^ ' 



2. Defense agdnst all liability ^ suits brought 
against the district, .ifiembcrs of the governing* 

. board, or employees, whether the suits are 
. * jusUfied'or not, . ^ • 

3. Payment of aH court judgments or payments 
in anticipation of possible judgments, within 

' the limits of the policy, in which liability has 
been charged but not pro Vfed ([settlement out 
of court) . / .0 

4. Payment^of ^11 court costs Idvied against the ■ 
district, its board meml>ers,^r employees, and 
of interest accruing. after -en^ of judgment, 

, as well as premiums on-'atttfchment, appeal, 
anil bail bonds * ' ' 

When school property or facilities *are being used 
or leased for other < than schooj •purposes, the 
district should inform the user ' of' his or her \ 
possible liability and shoilld reqyire a certificate of 
insurance naming the school /district as the addir^ 
'tional insured for any claims resdlting from the 
userVactivities. * . , ' ^ 

Liability InsuiancePolicies . 

Relationships that can give riseto lijfbility claims 
are numerous. Although liability insurance that> 
covers specifically enumerated hazards may be 
secUred, the district should secure comprehensive'' 
liability insurance that cgvers all jegal liability. * 

The policy 'form for. liability coverage contains ^ 
the following f<^r divisions: ^ ' • 

I. Insuring agreements. Tliis section specifically 
defines the responsibilities .of t^e insuring 
company. - 

2. Exclusions.^ Ordinarily, exclusions^should be 
limited to liability covered by workers' com^ 
pensation insurance or. other insuranQe, Most 
policies^ however, contain many, other .exclu- 

' sions that may or may hot be removed, 
depending on the\mannei: iii- 'whijch a 
. "1017-covefage" endorsement is worde<i. V 

3. Conditions. Tliis s€?ction defines the respDnsi- . 
bilities of^he.schobl district under the agree- " 
ment, and it describes the procedures to 'be 
follpwed/ ^ ' J ; 

4. Dejiniiions and special features. yhis section 
.defines the.hazards to be covered; jd'escribes 

the property involved, and sets forth* any 
special features^of the policy, i 

Accident -and health insurance should not be 
confused with liability- insurance.' An'^injury 
suffered by a pupil or other person in an.^ccidei:^ 
in which negligence of the insured school district * 
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or its eniplpyees is not a factor does not represent 
a circumstance in which the school district has a 
legal obligation to the injured party. Therefore, 
such accident cases are. not covered by liability 
insurance. ^ 

;Protectibn may be obtained for medical 
expenses .incurred by * or . for any person who 
sustains ^bodily fnjtny caused by an^accident while" 
he or she is on the property of the insured with his 
or her permission, eveft though the insured is not 
legally liable. While this cqverage, known as medi- O 
cal payments coverage, does )not represeat a* 
liability hazard, it ma^ be included in the compre- 
hensive liability policy. Coverage may be written to* 
apply to 'vehicular accidents only, or it may be 
include.d in the cbmprehensive liability policy lo 
caver other types of accidertts.- Some legal advisers 
to school districts inay not approve the purchase.of 
medical p^ments coverage because it is accident, 
insurance rather, than liability insurance.. Such, 
coverage ^involves the expenditure of public funds 
for something for which a school dis^trict may^not" 
be liable. 

Premium Rates and Terms of Policies 

Rates in the casualty field are competitive. The 
problenf of whether to bid or to negotiate for 
coverage I's a constant on^ and is beSt considered in 
the light of three factors-: 

1. The condition of the market for the type of 
insurance under consideration 

2. 'The fact that insurance is npt a commodity to 
be purchased for price alone > ' 

S.Tlie fact that negotiations isometimes lead to ^ 
better results than formal bidding procedures / 

Policies are usually written Ion an annual or 
thxee-year .basis,, but sometimes,; on a continuing 
basis. Whatever the term of tl^e policy, the pre- ^ 
inium for any motor vehicle portion is usually* 
collected annually \yithout^ discount for term. 
Usually the pfejnium is subject 
based on ^udii of average dai 
other factors affecting the premi 
for the policy period to coincide with the fiscal 
year. 



to annual revision 
y attendance and 
um. It is desirable 



Recommended Pra 

The following procedures are 
in handling a school district's 
program: 

1,. Determine what coverage is 
2, Prepare specifications. 



otices 

suggested as guides 
liability insurance 

desired. 



3. Prepare a district prospectus. 
4* Establish an adequate recordkeeping system. 
5., Maintain an active program of accident pre- 
vention. ^ 

- ■ ^ ' «^ » 

Self^Insured Protection 

'Education Code Section 1250 [35214] permits 
any schoot district to sQlf-insure, as provided in 
SeQtion 1017 .[35208]. The governing board may 
' provide protection against liability, partly by means 
of its own funds anu partly by means of insurance 
written by insurance companies,, Education Code 
Section 15802.1 [39602] provides for establishing 
a fund foj; liability losses. For additional informa-. 
tion on self-insurance, refer to Chapter XIII in this 
manual.* . " . • ' 

Umbrella or Excess Coverage 

It is often more economical to secure high limits 
of umbrella or excess coverage and keep the 
primary coverage to S500,000 or less. Usually 
-broader coverage is obtained with the umbrella or 
excess added tCLthe primary, rather than with just 
the primary coverage alone. If possible, unjbrella or 
excess coverage in excess of S5 million is desirable 
even for small school districts. 

Insurance Coverage - - * . 

Coverage required by law (Education Code 
Section-1017 [35208J) must be included with any 
other coverage desired^ The permissive coverage*s 
authorized by Government Code sections S89 and 
990 should be part of the district liability' insur- 
ance program. ' \ 

Insurance Specincatiohis ^ ^ * ^ 

The desired coverage should be described 
exactly. The insurance adviser should be consulted 
because underwriting practices and policy language 
are changing constantly. TJie specifications should 
contain the following information: 

1 . Type of policy wanted . " * 

2. Minimum rating req^uired.to make an insur- 
ance company acceptable 

3. Name, of the* insured, including members of 
the governing board and the officers and 
employees ot the school district 

4. Kinds of coverage required, including every- 
thing for which the district can be held legally 
liable 

5. Limits of liability-according to the maximum 
award that might he made (Since the size of 
an award , has no delation to the size of the • 
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district, most authorities advise coverage of 
• not less thair $5 million, and many districts 
carry $ 1 0 million or more:) . - ^ 

6. Specific policy conditions (Exclusions should 
be examined carefully. If the district has any 

^ exposure not covered, in the policy, a special 
endorsement should be consll^ered to elimii 
nate^e effect of the exclusion.) 

7. Poli^l)eqod (dates) * • * - 
* 8. Premium perio.d 

Using exact specifications is the only way to 
prevent manipulation of policy coverage to secure 
•premium reductions. Unless precise specifications* 
are useji, premium quotations are meaningless. 

District Prospectus » ^ 

» Exposure data and loss experience should be 
included. The prospectus should contain the 
following information: 

1 . Type of organization, including a statement 
giving in detail the district organization, the 
grade levels maintained, and the groupings 
of the . different grade levels maintained 
within the district 

2. District-owned vehicles (A schedule that 
lists the passenger c^s, commercial vehi- 
cles, buses, and trailers, owned by the dis- 

. Irict should be attached to the prospectus.) 

3,. Number of employees as of a specific date;* 
number "of certificated employees; number 
of classified ejngloyces ^ - . 

4. Automobile— nonownership: self-propelled 
vehicles or trailers ' . * 
a: Class I: number of employees receiving 

remuner^ion from the district for the ' 
regular use of their cars in performing- 
their dutie'S - 
b. Class II: number of employees or direct 
representatives not included in Class 1 

5. Elevators and hoists: location; type and 
power; number; total rise and number of 

^ landings; name and'type of interlock; name 
* and type of car gate (List if applicable; if 
none, write "None,") 

6. Schools and other properties 

a. Average daily attendance of pupils- 
attached as Schedule B. (When other 
'^^ ^< "than school properties are-used, indicate 
that fact here.) • 

bj Child Development Programs' (infant 
through ag6 fourteen); 'infant programs, 
preschool age programs, and school age 
programs (extended day) (List if appli- 
cable; if none, write "None^') 



c. Othei: data, including the following: 
number of seats in grandstands, 
bleachers, and. the like, -indicating 
number of indoor and .-outdoor 
bleachers, permanent and* lyrtable 
'bleachers (List, if applicable; if ntfne, 
write "None.O; number of swimming 
pools (List by location; if. none, write 
"None."); other facilities (attached, as 
Schedule C) 

d. Professional ^or malpractice exposure^ 
(activities of doctors and nurses con- 
fined/to' pupil examination by state 
law): number of full-time and part-time 
doctors; . number of full-time nurses; 
number of audiometrists; number* of 
bejds in first-aid unit of infirmary 
(except for cpis in nurses* offices at 
schools and emergency stretchers in 
temporary first-aid stations at schools); 

. nurnber of beauty parlors; number of 
barber shops; and number of clinics . 
7. Protective liability 

a. Contracts for construction, alterations, 
improvements, and the like, providing 
public liability, property damage, and 
workers* compensation insurance, to be 
carried by the contractors (e.g., requir-" 
ilig bodily-injury liability insurance 

. limits of S per person, 

S_ per accident or occurrence, 

and" property (6mage 'liability limits of 
S — ^ — — ; anticipating the expendi- 
ture of approximately S for 

construction, alterations, 'improve- 
ments, and the like during the next 
months) 

b. Contracts for pupil transportation, pro- 
viding public liability, property dam- 
age, and workers* cpmpensatipn insur- 
ance, to be carried by the contractors 
(e.g., requiring bodily-injury liability 

. insurance limits of S perper- 

s6n, S : per accident or occur- 
rence, and property damage liability 

.limits of/S ; anticipating the 

^ expenditure of approximately S- 



on contracts for pupil transportation 

during the next months) ^ ' 

. 8. Dnver training courses,- . indicating the 
extent of the courses and the use of 
district-owned, rented, or loaned automo- 
biles 

9, Other expo mres, including mountain, camps 
and recreational areas operated by tlie 



district, whether owned ^ or not-\y66 or 
television "stations operated or used oy the 
district; courses "in nursing operated in 
, cooperation with 'hospitals; courses for 
beauticians; classes in aircraft mechanics 
and maintenance; flight schools or training; 
y^atercraft operations; business activities 
lor student body organizations; use of 
buses for transportation purposes other, 
than carrying pupils to and from school; 
and products liability in cafeteria operations 
10. Loss 'experience 

% 

» 

Recordkeeping System 

Records should contain information about every 
claim, investigation, and 'settlement. -All claims 
must be filed in accordance with Government Code 
Section 910 and certain following' sections. Claims 
records should'be considjered permanent records of 
the district. 



Accident Prevention 

Each district should^ maintain a program of 
accident prevention. The following safety practices 
have been found useful in preventing accidtJnts: 

1 . Making regular inspections 

2. Gaining cooperation of the safety engineer 
and claims investigators of the insurance 
company to identify and eliminate hazards 

- 3. Using safety committees 

4. Using corrective measures after an accident 

5. Defining supervisory responsibilities 

6. Developing inservice training - programs on 
accident prevention for all district personnel 
and pupils 

7. EstabSshing standards governing hiring and 
training of transportation personnel, especially 
drivers of school buses 

8. Evaluating all vehicle accidents 

9. Securing permission of parents before allow- 
ing students to take part in special excursions, 

. to act as traffic 9fficers, and the like 
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. Chapter VI . , - 

Student Accident Insurance 



Ed[ucation Code Section flSSS 149472]^ pro- 
vides for medical and hospital services for pupils:' 

^ The governing board of any school district which does 
' not employ at least five ^physicians as full-time super- 
visors of health, or the equivalent thereof, may provide, , 
or make available, medical qr hospital service, or both 
through nonprofit membership corporations 'defraying 
the cost of medical service or hospital service, or both, 
or through group, blanket, or individual .policies of 
accident insurance or through policies of. liability insur- 
ance from authorized insurers, for injuries to pupils of 
the district or districts arising out^of accidents occurring 
while in or. on buildings and other premises of the 
district or districts, during the time such pupils are 

- required to be. therein 'or thereon by reason of their 
attendance upon a regular school day of suchdis^trict or 
districts or ^vhile being transported by the district or 
districts to and from school or othet place of Instruc- 

^ tioHT-.No p«pil shall be compelled to accept such'' 
service without his consent, or if a minor without the. 
consent x)f his parent or guardian . . . The cost of the 
insurance or membership may be pa;d from the.funds of 
the district or districts, or by the insured pupil, his 
parent or guardian/. . . ^ 

, Should the district opt to pay for the student 
accident insurance, it may be included in. the 
school district's multicoverage policy. 

Coverage for Extramural Athletics 

The Education Code contains an article specify- 
ing that the governing board of a school district 
must provide the following coverage for extramural 
athletics:' ' ^^ 

. . . Accidental death insurance in an amount of at least 
one thousand" 'five hundred dollars ($1,500) for each 

- member of an athletic team and . . insurance protection 
for medical and hospital expenses resulting from acci- 
dental bodily injuries in an. amoimt of at least one 
thousand five hundred dollars ($1,500) for all such 
services for each member of an athletic teanj , . . while 



The concsponding "section number 19 the new (reorganized) 
Education Code (cffectiye April 30, 1977) is given, where appUca- 
ble, in brackets after the old section number. 



such members* are engaged in or ^ are. preparing for an' 
athletic event promoted under v. the" sponsorship^ or 

» arrangements of the educational institution or a student 
body organization thereof or "while such members are 
beiiig transported ;by' or under the sponsorship or 
arrangemeiit of the school districts or a student .body 

* organization thereof to or from school or other place of 
instruction and the place of the athletic event . . . (Edu- 
cation,Code Section 31752 [32221]). - 

Education Code Section 31751 [322-20], .as 
amended -by the , Legislature in 1972, defines a 
membet of a^i athletic team' as follows: 

**Membei^ of an athletic team" means member of any 
extramural athletic team engaged in athletic events on or 
' outside the school grourtds, maintained orTponsored by 
the educational* institution or a sludent body organiza- ^ 
tion thereof. "Member of an athletic team" ako includes 
members of school bands ort)rchestras, cheerleaders and 
their assistants, pompon girls, team managers arvd'their 
assistants, and any student or pupil selected by the . 
scho^or student body organization to' directly ?issist in 
the (induct of the Vthletic event, including activities 
incidental thereto, but only while such .members are 
being transported by or under "the sponsorship or 
arrangement? of the educational institution or a. student 
body organization thereof to or frpm a school or other 
place of instQiction and the place'at which the athletic 
event is being cdnuucted. 

Education Co(}e Section 3i751 [32220]' sped- 
fically'^excludes student body ^members who, are 
spectators, organized rooting sections, and other, 
spectator students who are not actually participat- 
ing in the conduct of the/athletic event. It further 
excludes participants in a play day or field May 
activity occurring occasionatly during a school year 
in which students of one or more particular grade • 
levels from two or more schools of a school district" 
participate Jn athletic contests. This wording seems 
to exclude elementary schools from the require- 
ment of providing insurance" unless Jhey had 
•regularly scheduled athletic events'dr had participa- 
tion from schools of two or more districts in a 
common play day activity. However, this particular 
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point should probably be reviewed by county 
counsel. 

Coverage for Excursions and . 
Field Trips 

The Education Code (Education Code Section 
1081.5 (35330]) provides that a school district 
may conduct a wide variety of field trips or 
excursions. Education Code Section 1082 [35331] . 
states in part that t ^ . 

The governing board of any. school district conducting 
^excursions and field trips pursuant to this article shall 
provide, or jnake available, medical or hospital service, 
or l>oth.^ ,Tor pupils of the district injuced while 
participating in such excursions and field trips under the 
jurisdiction^. of, or sponsored or controlled by, the 
district or the authorities of any school of the district, 
the cost of the insurance or memberdiip may be paid 
from the funds of the disfrict, or by thfe insured pupil, 
his parent or guardian. 

The school district should verify in its field trip 
procedures that the provisions of Education Code 

Section 1082 have been met. 

■ f • ^ 

Methods of Coverage ^ * ( 

Several methods of providing coverage are avail- 
able. One method is to buy or to make available 
individual policies on each participant in athletic 
events or activities. A second method is to buy 
blanket coverage for a complete student body. 
Whatever method is used, care should be taken that ^ 
the policy meets, the mandated requirements. Hie 
minimum^|iTTiecRcal benefits must be equivalent Jo 
the $3.50'conYersion factor as applied to the^^unit 
values coiitained in the minimum fee Schedule 



adopted by the Division of Industrial Accidents of 
thtf State of California; effective Octobfer 1, 1966 
. (Education Code Section 31752 [32221]). Tl\e. 
$3,50 conversion 'factor is the legal njinimum 
contained in the Education Code; the current 
conversion factor is jnuch higher than that amount 
and is continually subject to change. Districts 
should inform themselves of the* prevailing conver- 
sion factor when ordering this type of insurance. 

Statutory Provisions - ' > 

\ Section 31755 [32224] of the 'Education Cod/ 
provides ' that any insurance may contain ..the 
. following provisions: * / 

1. School administrative authorities must certify 
as -to whether an injured student is a/^udent 
of the educational institution. \J 

2. The injured studerit, or his or li^ parent or 
guardian,, must notify the schdol authorities 

. of hib or •her injury not later than 60 days 
frqm the^date.of injury. ! 

3. Medical or hospital care or treatment must 
. commence within 120 days 'from- date of 

injury, ' . i ^ " 

4. the period of time for which benefits^ shall be 
payable is limited to 5*2 weeks f^om.the date 
the student receives his or her fir$t medical or 
hospital care or treatment, and benefits shal] 
be payable only for treatment given within^' 
the United States. , v ' 

* 5. Death benefits shall be paid only if death is 
medically determined to be caused by the 
injury and occurs within 52 weeks of the first - . 
medical or hospital care or treatment. 



Chapter VII \ 

Vehicular Insurance 



Accidents /involving vehicles can, result in large 
financial losses to a school district, and with some 
frequency' these accidents give rise to liability 
claims. The governing board, and the administrative 
staff of -a school' district are responsible for 
obtaining all necessary insurance coverage for the 
district. The mere meeting of statutory financial ^ 
responsibility requirements is no assurance of* 
adequate protection against losses. Although insur- 
ance against losses frpm the' most serious hazards 

' has been made mandatory, insurance agamst losses 
caused by material damage to vehicles used in the. 
school program remains^ permissive. Failure to 
provide protection against such losses can be 
disastrous to the financial structure ot a district. 
, Vehicular insurance may be. purchased sepa- 
: rately, in various combinations in several different 
policies, or in a single comprehensive policy. The 
district' can ^ obtaiii uniformity ^f coverage- by 
including all vehicular insurance under one compre- 
hensive policy. The sections that follow describe 
the various phases of vehicular insurance available, 
the protection afforded,* and the relative co^t of 
such coverage. ; The information presented, should 

• be helpful as a basis for developing an adequate 
insurance program. 

• Liability Insurance 

^ Liability insurance is designed to provided a 
school district with protection against any liability 
claims resulting from kccfdents. The Responsibility 
for establishing the amount of coverage needed 
rests Avith the school district. The current trend 
, toward large awards in liability suits should be 
considered in establishing limits of coverage; limits * 
should be the same as the district's genefal^ liability 
liniitv / ' 

BodUy injury coverage protects the district 
against claims resulting from accidental injuries 
caused by vehicles operated by or at the ^ife^tion 
of -the district. Included are claims for costs cf 



medical care, hospitalization, loss of employment, 
and claims for disability or death. Property damage 
coverage protects the district against claim's result- 
ing from damage or destruction of property caused 
by vehicles operated by or, at the direction of .the 
district. Clainis for loss of the use .of such property 
are also covered. , . 

The cost of liability insurance varies according 
to the. limits of coverage, local conditions, the past 
accident .experience of the district, and the area in 
which the district is located. 

Physical Damage Insu^hce ^ 

Several types of iiisurance coverage offer protec- 
tion against material damage to or destruction of 
school-operated vehicles. Such coveragp does not 
provide profection against damage to the pro))er,ty 
of others. Only fire insurance is required by law.. 
Other 'coverage against material ^ damage may be 
secured at the discretion of the governing board of * 
the school district. The various types of physical * 
damage coverage are described in tht paragraphs 
th^tfolllow.^, ' , . ^ 

Fire and Theft Coverage 

Fire and theft coverage is generally written 'in a 
combined policy.. Fire insurance, which is required 
, by law; insures against loss from damage or 
destruction by fire, whatever Jhe source.. Com- ^ 
monly included in fire insurance coverage is protec- 
tion against lightning, "stranding, and sinking. 
Although theft insurance is not required by laW, it 
may be purchased with the fire insurance pblicy at 
a rate ' not much more than the rate for fire ^ 
coverage alope. A broader type of coverage is- 
^ available throiigh a comprehensive policy. The cost 
of fire and theft coverage^is not excessive, espe- 
cially when compared to the cost of coverage for 
liabilitv/ collision, and the 'more comprehensive 
jnater^ damage coverage. 

Considerable sayings afe available to school 
districts through the use of a deductible forni of 
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coverage for fire and • theft.^ The district may 
assume the first $10, SSO, Si 00, or any other 
selected amount of loss. When the claim for lossis 
made, the insurance Carrier pays only for the 
amount of loss above the deductible amount. This 
plan of coverage avoids the necessity of fiKng 
Claims for relatively trivial losses. 

Comprehensive Material Damage Coverage ^ 

Comprehensive material damage is an all-risk 
coverage. All the hazards covered by the,compre-^ 
hensive policy ^re difficult to itemize; however,,' 
among them are fire, theft, windstorm, pilferage, 
earthquake, strike, flood, malicious mischief, sub- 
mersion,, riot, and falling aircraft. Because of the 
multitude of hazards covered, such^^ policy may be', 
substantially moi^ costly than fire and theft 
coverage alone. This form of protection may be 
wntten with . a deductible clause 'in the same, - 
manner as fire and theft insurance. When there is a 
sufficiently large fleet, the premium charge may be 
averaged by the class of vehicles. 

Collision Coverage 

Collision insurance protects the district against , 
direct and accidental damage to its vehicles if the 
damage is caused by collision of the; vehicle with 
another, object or by the upsetting of the vehicle. 
This coverage is provided in two forms, nondeduct- 
ible and deductible. . The deductible form differs 
from the nondeductible in that In the former the 
insurer pays for losses in excess of an amount 
agreed upon injhe policy; in the latter the insurer 
pays tor the entire loss. Nondeductible policies are 
•usually more expensive.. 

Collision . insurance, which is comparatively 
costly, varies* according to the type, make, value, 
and age of. the vehicle and the extent of coverage 
desired. The degree of risk mvolved varies.greatly 
from" district ' to district . A district may^ also 
establish .a self-insured property loss fund for this 
purpose as provided" in Education Code Section 
lS802.r [39602].^ (Refer to Chapter XIII on 
self-insurance.) TTiose districts carrying sufficient 
cash reserves may, in effect, desire^'^to self-insure 
vehicles representing a relatively minor investment. 
The risk increases, however, for districts using 
large, transit-type busses, each of which may 
represent an investment of S40,000 or more. 

Education Code Section 817 [.35176] now 
provides for permissive coverage of the cost of 
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repla'cin^ or repairing the prqperty of an employee, 
including vehicles, when such property is damaged 
in the line of duty ^and without any fault on the 
part of the ^employee.' School districts may desire 

• to investigate the inclusion of such vehicular 
coverage in the vehicular policy, estal)lishing 
reasonable limits for payment. 

Towing Coverage 

Towing expense coverage may be obtained for 
district operated vehicles. Towing and labor costs 
may be insured ag^nst whereby the district is 
reimbursed for towing charges or for labor costs of 
service performed at the place^where the vehicle is 
disabled. This form of coverage, which is, relatively 
.inexpensive, is npt usually recommended for a^ 

* district that maintains its own shop and repair 
^facilities and has its own towing equipment; ' 

Medical Payments * 

An, additional form of protection involves medi- 
cal payments. Under this form of coverage, the 
carrier pays for medical expenses up to, a stated 
amount for an injury occurring as a result of riding 
in, being abou^ or being struck by a motor vehicle. 
This is an accident form of coverage and does not 
replace, nor should It be' confused with, liability 
, coverage, which provides protection against claims 
resulting fro'm^ negligence. The need for medical 
payments insurance is generally nQt" applicable to 
employees because^ medical expense is provided 
under workers' coippensation insurance .for all 
injuries occurring in'ihe performance of employ- 
ment.' ' 



State Reimbursement for Insurance 

Districts receiving state aid for transportation . 
may seek reimbursement for a portion of the 
insurance costs attributable to the transporting of 
pupils to and from school. ^ 



Uninsured Motorist Coverage 

Uninsured motorist coverage, which covers 
bodily injury only, is mandated for all automobile 
policies in California. However, the insured may 
waive such coverage through signed reject|||r 
endorsement; Education Code Section 1017 
(35208] does not make, uninsured motorist cover- 
age mandatory. If a school district decides not to 
' include uninsured motorist coverage in its automo- 
bile insurance policy, it should include adequate 
medical payments coverage. 
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Chapter VIII . 

Fidelity Bonds 



• A fidelity bond protects an employer against; a' 
loss caused by,, the dishonest or fraudulent acts of 
an employee. Technically, fidjelity bonds are a 
form of suretysliip rather than insurance. The 
distinction's a legal one prising from, the fact that 
whereas insurance is a .two-party agreement 
between the insured and th^e insurer, a surety bond 
is a three-pafty agreement among the principal, the 
obligee^ and the surety. (The principal is the one 
whose acts are guaranteed-the officer or 
^employee;4he<obligee is the one in whose favor the 
bond is issued~the district or employer; and th^ 
surety is the. one Who guarantees the principal to 
the obligfee-the company,) Fidelity bonds may be • 
considered as fidelity insurance, for fidelity bonds 
are usually underwritten by insurance underwriters 
arid sold through insurance agents and brokers. 
Furthermore, the current trend in the packaging 
concept of cov.erage offered by insurance com- 
plies includes. 'both insurance protection and 
surety protection under a single contract or insur- 
ance policy. ' ^ * 

The'Education Code provide? that any employee 
who handles schoqfl district funds, must be' bonded 
and that any employee who handles school pro- 
perty may, at the discretion of the governing board 
of the district, be /bonded (Education Code Section 
17207 [41021 la addition, a separate require- 
ment demands that the officer jri charge of the 
revolving fund \je bonded in an amodnt at leztst 
twice that of the amount of the fund (Education 
Code Section 21302 [42801]. Education Code 
Section 21302 [42801 J also gives the option of a 
faithful performance bond pursuant to this section 
or an honesty bond pursuant to Education Code 
Section 17207 [41021]. 

It is a credit to an individual "to be bonded. 
Accepted business practice today calls for bonding 
all who handle funds or valuable property. 
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' - ^ Types of Fidelity Bonds 

The several types of fidelity bonds are described 
. asfdllows: * 

\. Individual fidelity bond, Xhis bond covers any 
fraudulent or dishonest acts, of the employee 
''named in the bond. » - , ^ 

2, Name-schedule fidelity bond. This bond 
^covers any frauduleht or dishonest acts of 

specified employeeis designated by name in 
the bond tora limit of poverage separately 
stated for each such employee. 

3. Position-schedule fidelity boHU. This bond 
^ "bovefs' specified positions .identified\ and 

enumerated ui the bond. This type of bond 
differs from the name-schedule fidelity bond 
in that the position, not the individual, i^. 
insured. Changes in personnel do not inter-'' 
rupt bpnd coverage. 
A. Blanket-position, fidelity bond, this bond 
covers any fraudulent pr dishonest acts by an 
employee up to'- the stated amount* of the 
pplicy, which may bC; purchased in multiples 
of $2,500 to a total of $25,000 and in 
multiples of $5,000 to a total of $ 1 00,000. 

5. Commercial-blankei fidelity bond. This bond 
covers all empl(jyees, but the aggregate cover- 
age is limited .to the stated amount of- the 
policy. Such a policy may;^be purchased in an 
amount of not less than $10,000; there is no 
maximum lin'iit. i ^ 

6. FaitKfuUperforffiance fidelity bond. This 
bond covers losses due ip :rhistakes in judg- 
ment, such as malfeasance, misfeasance, and 

^ nonfeasance, having to do with the revolving 
cash fund^ 

Fidelity . bond coverage is deshable for all 
employees "of the district for several reasons. In 
most schools, employees are sometimes required to 
handle small sums of money. It is awkward 'to limit 
such handling to a few designated people. It is 
apparent as well that all schgol employees handle 
district property in one form or iuiother. Actually, 



tjie greatest exposure that mcny school -districts 
have is to **niinor pilferage*' of supplies arfd 
, equipment. If the district can affdrd a blanket 
^ bond, one should be carried, for |he^^ohd elimi- 
' natei*the hazard of guessing which eriiployee may* 
be dishonest. Either a blanket-position fidelity 
bbnd or -a commercial blanket fidelity bond is * 
acceptable, although usually the latter type is more 
economical for a small school district. All fidelity 
bonds may be written on a three-year basis. The 
three-year premium for the bondjs usualfy^ dis- 
counted. - . 

• Theft Insurance and Fidelity Bonds 

AH fidelity < bonds, money and securities, and . 

-burglary and robbery policies should^ be placed 
with the same company to pjrevent arguments 
between companies over responsibility for loss. 

, The district*s sole responsibility, then, is to estab- 
lish that a Joss did in ^ct occur.-When property or 
funds disappear, the district often has difficulty in 
determining whether employees or outsiders are 
responsible. If such losses are insured against with 
different companies, the liability of the insqrance 
company may not be established; in such; cases the 

. district may not obtain full recovery. 

•V 

Recommended Practices - 

' So that a schaol district will ma^e good use of 
fidelity bonds, the^ following practices ^ are recom- 
mended: * • , 

- 1 . Cpver a]l employees with a blanket-type 
fidelity bond. Either the blanket-position 
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fidelity bond or the commercial blanket 
.fidelity bond is acceptable. 

.If the district does not cayef all employees 
Avith a blanket-type fidelity bond, it must., 
cover those who handle funds. Eor this type 
of coverage, a position-schedule fidelity l>ond 
is usually most satisfactory. , ' . ' 

- When coverage pursuant to. Education Code 
Section 17207 is not needed, cover, the 
.custodian* of the revolving cash fund sepa- 
rately with a faithful-performance fidelity 
bond in*an amount at least twice that, of the 
size of the fund. • - ^ 

.^ince considerable yariation oc(?urs in the.. ^ 
coverage pronded by different companies, the . 
surety association bond forms with appropri- 
ate endorsements "^should be established as 

jTiinimiyiw»eqmrements. ; '.1'. 

. If theftinsuramce is to be carried, it should be 

.placed with tne same company that provides 
surety bond coverage. 

. Since the fidelity 'bond market is competitive,. . 
premiums may be saved by obtaining quota- 
tions from different companies. It is neces- 
sary^, however, if theft insurance is also to 
earned, * to get quotations for th6' combined^s^ 
program of theft coverage and fidelity bond 
coverage. * * ' * / 

If bids are called for, personnel data must 
provided, employees should- be listed by . 
category of position. . ^ . ^ 
Adequate records' should be maigtained to ' 
prove the amount of any fidelity loss.- , . ^ 
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Chapter" IX • 

|)ther TVpes of Property Insurance 



Vaflou^r Kinds of insurance besides those already 
discussed; ar?^^\^gi^n^ to offer other kinds of" 
prdtectibh iO the i^flre^'Am these kinds, of 
. insurance aje covera^<^inst burglary, robbery, 
and the/t.jThis "chjam^injif^^^^ 
afforded by some .oF^e common types of 
msuiances.- ' - > - ^ 'j" ' 

• Open-Stock Bur^ah^ In^^a^^^ 

Op^rt^^tocic burglary insiuWe^is Sometimes* used' 
by sphopl districts to^-pr^fect against* losses of 
materials And equippentjS which are more com- 
monly insp^eil jby.^ge^use%^ form's, such as 
office equigMept fflbafers^J^^^^^^ block 
forms. Th^e^ all-risJc forms ,can ^also 'be used for 
•coverage pf^^udidvisual aidsj office equipment, and 
th^jjjce. ' ' . 

^ The loss of merchandise^ furniture, fixtures, and 
equipment is covered if the loss results, from 
burglary; L^.,^ where forcible^entry has been made . 
and visible marks have been'ISft upon tlie premises . 
at the place of entry. Limitations concerning 
forcible^ entry may be removed through an endorse- 
ment covering theft, robbery, and larceny- 
^coverage that -usually'^ costs an additional 75 per- 
cent4n premiums. This polity does not under any 
; circumstances cover the loss of money or sect^ties. 
The' main, point about, burf^ary insurance is (hat it, 
is applicable after business hours. 

'-'^ Safe-Burglary insurance. 

Safe-biir^aiy . insurance 'protects against the lo^ 
^ of propertV.fincluding money and securities, k^t 
in a locked vault. As^ with othej forms of burglary 
insurance/ claims are paid only when marks of 
entry are visible. These marks must be on the 
exterior portion of the safe or vault; otherwise, the 
insurer is not responsible. ^Although this type of 
protection is often iised by .school districts, its 
burjglary^ provision represents a. serious limitation. 
Many districts use bi:oad-form money and securities 
insurance ; in • place of a , safe-burglary policy. 



Safe-burglary insurance is low in cost because of its 
fimited protection. « 

Broad-Form Money and 
^ Securities Insurance • ' 

Broadrfdrm money and" securities insurance 
covers, withiii the premises of ^the insured, losses 
caused by d^tructidn, disappearance, or wrpngful 
extraction, except certain losses due to infidelity 
-of employees. Lcf^s pf. money and secunties 
.occurring while ^>such money and securities are 
being convej^ed by messenger * should also be 
'included. This type of coverage against loss of 
schopl di^^t^ict money is one of the best available; 
, ^ « .* 

- AU-Risk Insurance - ; 

All-risk insurance is a form of property floater 
insurance de§i|^ed to' cover all physical losses, 
including breakage and* other forms of damage. 
School districts can justify such insurance only* 
when the value of the items insured' is relatively' 
high and th^ltems can be easily stolen or damaged. 
It can be a valuable type of coverage for equipment . 
such as musical instruments, office machines, 
audiovisual equipment, and the Uke. Since all-risk 
insuran^^.also covers loss by fire, it is necessary to ' 
lavoid duplication between this coverage and fire 
policies. The items covered by ^1-risk insurance 
^ould therefore be eliminated from the inventory 
^that lists contents for fire insurance purposes. 

Mercantile-Robbery and Safe-Burglary . 
'Insurance 

Mercantile-robbery-and safe-burglary insurance* 
provides the protection_^afforded by open-^tock 
and'safe-j^glary insurance and. protection against . 
robbery.-* This type of policy is seldom recom- 
mended for school districts. 

Office-Burg^ry and Robbery Insurance 

Office-burglary and robbery insurance is 
designed especially for professional offices. The 
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coverage afforded is the same as that of mercan^ 
^tile-robbery and safe-burglary insurance except 
that it Is extended to inclUde theft and larceny, 
' Money , and securities are covered by burglary 
insurance only. This type of policy is not recom- 
mended for school districts, 

* * * 

Dishonesty, Disap^earance,j^nd 

Destruction Insurance « 

Comprehensive dishonestjh, disapRearance, and 
destruction insurance differs from money and 
securities coverage. The chief differences are that 
surety protection is added for losses due to 
infidejity. of employe.es and that several additional 
coverages may be added at the option of the 
insured. Tb& type of insurance is not ordinarily 
written foj less than SI 0,000 -'fidelity -coverage. 
Although its provisions fit a school district's needs 
very well, its high premium cost makes this 
insurance prohibitive for most districts. . If the 
school district is writing all insurance in a package 
form, th6 district^ may include" at .better ratios all 
insurance against dishonesty, disappearance, and 
destruction. ^ 

Recommended Practices 

As a protection against loss of money, it is. 
recommended that the following practices be 
adopted: • { 

1. Money on hand should be kept to a minimum 
. through regular deposits of cash collections. 
.Deposits should^'be made daily; if necessary, 
they can be made through the use of night 

^ depositories. **' ' ^ 

2. If insurance protection of money is indicated^ 
the broad-form money and securities policy 
should'be considered^ ' - . » 

3. If a safe-burglary policy • is considered, its 
limited coverage should be clearly under- 
^stood. 1^ 

4. The limits of any'poUcy should be determined . 
by the maximvim exposure to Ipss. If larger 

\amoantS'of money *are on. hand for limited 
periods, the policy may be endorsed for the 
lim'ited peric5d of time. ' ' 

As a prptection against lo^ of property, ithe 
following considerations and practices are recom- 
mended: ' 

L Ordinary -school furnishings need * not ^'be' 
covered by- insurance against theftv . * | 
. 2. A concentration^ in any school of e<juipnlent 
that rei)resents relatively high values on items ' 
that can be easily stolen and §old should.be 
covered by an open-stock burglary policy. 



3. For valuable equipinent.that is moved about 
.^the district, "^ch as microphones, j>rojectors, 

' or musical instruments, a property floater 
policy . of aji all-risTc type should; be con^ . 
sidered. When ^uch a policy is used, care 
should be exercised to eliminate overlapping 
coverage,; Covered itpms, should be removed 
.from the inventory lists that determine the 
amount-t>f^ire insurance to be caJricd. 

In the placing of business, the foUoNving prac* 
tices a^ recommendeti; 

1 . All theft policies and fidelity bonds should be 
* carried with the same company. " 

2. Since premium ^ates on these policies are 
competitive,, schoolf'aistricts should request > 
quotations from several companies .or shoufd 
secure bids. * . 

3. The carrier' should maintain a prompt and 
effe<^tive s'ipttlement serviclK 

Boiler Insurance 

/ The purpose of boiler insurance is Jp cover losses^'- 
caused by the explosion of, or sudden and acci^^f 
tal damageTb,'^felSirFN^ 

air tanks and piping that contain steam or cm^^ ^ 
sate.sA mjyor^part of boiler. insurance coVera^^^ 
the periodic inspection of boile/s (usually twic^' a 
year) provided by the insurance company'^to deUsct 
potentially has^dous defects and cpnditions Ind 
thereby prevent accidentsr This inspection se^^ice 
is an important feature ^ of boiler insuranc|5. In 
California, boiler inspection is mandatory (Cailifor-* 
nia Administrative Code, Title 8). Since ^boiler 
inspection is proyided under th^ boiler in^rance 
policy, inspection fee^ are ^eliminated whehJnsur- 
ance is ysed. Firebox Explosion coverage i^ usually 
exclucjed from.bpiler insurance because su^h e^plo^ 
sions are covered by the extended cdvei*ige provi- ^ 

, s^ons of the fire y;isurance policy. In ^nsidering 
c<)verage against damage to boiler ma9jiinery and 

' fire,/ a district may wish to include^ joint-loss" 
agreement.. ' \V \ 

Types of Coverage . J 

Boiler insurance may be writt^i with either' 
limited coverage or broad-form coverage. Limited 
^ coverage insures agaii\st the suddeiy and accidental 
' tearing asunder of the object ^bro^ii-forfn coverage 
adds protection againf^t the^tbulgirig, burning, or 
j' cracking of a *cast-m^^ "*^p^t>^'The amount 7 of 
^ coverage or limit per'^accidfSn^^hbul^ *be\5leter- 
mirt?d by considering the greatest single e*^posure 
fx on a school site. This exposure may be possible*, 
damage to -a ^building such as ^ an auditorium, 



^gymnasiujft, or science building. The district archi- 
tect may assist in determinmg value and possible 
exposure risk to each buildings 
The standard form of boilerCinsurance provides 

> for repair or replacement based '))n the actuafcasji^ 
value of the property at the time\f the accident. 
Actual cash vplue takes into considleratio'n deduc- 
•tion for depreciation. Hrvover/ an endorsement 
may be obtained that will pay foi? the cost of 
replacing ^'the damaged property, at' replacement 

* value. The- boiler and, machinery, policy may 
include liability prOtectio:i for damage to the 
property -of olthers directly caused by an insured 
accident or occurrence. 

♦ ^ ♦ 

Bbdfly Injury Liability 

Boiler insurance also protects the school district 
against liability for bociily injury to any person 
involved in an accident caused by the operations of 
a boiler. This protection is a duplication of 
coverage provided under the comprehensive liabil- 
ity policy and is normally excluded from the boiler 
insurance pdficy by endorsement. 

Rating Procedure 

Tlie premium for boiler ii]surance is based on 
the number and type of pbjects (boilers, pressure 
vessels, jind the like) located within the various 
locations of the district. Befofe a school district 
can obtain'a quotation from an insurance company 
for boiler insurance, a complete inventory of 
objects must be taken so that'tl^e correct rating 
may be applied to determine the*premium rate. 
' This inventory of object^ may be obtained in one 
of the following ways: • 

1 . Obtaui the services of an insurance company 
that writes boiler insurance, this ^se'hice^ 

. normally is provided at *;io cljarge to the 
district. - 

2. Negotiate with an insurance company for 
c overage a nd a-cquest a^ complete listing of 
objects lor eaclTsite". 

, 3. Prepare a list of objects:' Norftiah^, this 
practice is beyond the capabilities of small 



distncts because. it^requir<^ the services of a 
* maintenance mart knowledgeible iruall types 
of heating and pressure\Ievibes.. ^ -^-^ 

R^ommended Practices ; • « , 

" «» * 

Boiler insurance, like tall other types of insur- 
ance, may be placed in several ways,*slich as by 
written bid or quotation^ negotiation, and direct 
placement. If a district elects* to obtain written bids 
or quotations, proper speoiflcitions must be pre- 
pared so that all compani^ submit bids on the 
.same coverage. ^ • " • 

TTie following recommenSjtions are made 
regarding boiler insurance: * 

1. Insure all hfgh-pressuie ' boilers (over 15 
pounds maxim urp pressure):' 

2. Weigh the cost of boiler insurance for low- 
pressure boilers against 4nspecJion costs. It is 
^usually advantageous to insure such equip- 
'ment. . . " ^ ^ \ . * 

3. Use the broad-form type of ptjlicy subject to 
premium^considerations. ^ ^ < 

4. Exclude coverage against liabihty or'i)odily 
injury and damage to property of others from 
the boiler' policy if such coverage is included 
in the comprehensjve liabihty policy.' 

5. Use replacement cost coverage^ rather .than 
actual cash value coverage because of the 
rising trends in the cost of equipn^ent. • 

6. ^ Require thorough inspection service, aiHl 
•follo^w the recommendations of inspectors 
carefully. j 

7. Take advantage of competitive premium rates 
thrdugli bids or negotiations. » - 



• Glass-Breakage Insuraiure • 
Tlie policy contract for glass-breakage insurance 
. designates- the ideation of the* insured's property,, 
and lists specifically the glas^ tliat is covered. 
Although Jhe rales Jpxxuch.insuran^^ 
tivo, they are very' high because of exposure. 
Glass^breakage insurance is noti^usualfy * recom- 
• mended for school districts. w \ ^ < 



mended for school districts. 
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ChapteF X \^ 

' The Package Policy ^ 



An effort to "^provide for all the insurance needs 
of a client in a single policy has brought about the 
most recent trend in the area- of insurance cover-, 
age-the package policy. Large insurance companies 
Ivave indicated a strong interest in proWding pack** 
age coverage for various public agencies, including 
scKbol (districts. 

CXirrently available is a school package poUcx 

- with five areas oY jprotectfon: protection against 
physical damage to real> personal, and scheduled 
property"^ protection' against liability for bodily 
injury and property damage (comprehensive); pro^ 
tectioh against loss from burglary ^and robbery p 
protection against fidelity loss; and protec^on 
against boiler and machiil^ d^mage/Each area of 
coverage may be modified or Supplemented to fit 

*the particular situation and operation of the 
district. Such an arrangement allows foca flexible 
and personalized *i$ro tec tidn program. 

r ^ . " 

The Features of a Package Policy \ 

y An examination of some of the fundamental 
features of package insurance, and of the advan- 
tages-inherent in 9n all-inclusive policy discloses 
that (1) a'padkage policy combines all, or as many: 
as possible, of the essential coverages required by 
every policyholder; (2) it provides generally 
broadef- coverages than those available* thrpugh 
Individual policies written it\ the conventional^ 
manner; (3) 'it permits .the addition of many* 
jpptional coverages to tailor protection according *to 
the needs of individual ihsu(^dsf; and (4) it does 
these things at a cost lower than that of individual 
policies. . • 

- Although no single insurance policy can cover all 
of a school 4i^trict*s needs, a package policy can, 
by including separate areas of coverage in a single 
policy wherever possible, offer several advantages 
to the district: 

\. District deals* with only one in^iirance com' 
1 , pimyi Loss adjustment is immediately simpli- 
. -JSed .because* the district deals with, only one 
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adjuster instead of perhaps many. .Disputes^ 

• between participating companies are elimi- 
nated. 

2. District deals with only one agent of broker. 
One agent charged with the responsibflity for 

I servicing the entire account can afford to 
devot.e more time and study to the individual 
needs of his or her client. 

3, Package^ insurance has only one expiration 
date. Not .only'' can the expiration^ date be 
sielected to coincide with the fiscal year of ihe 
district, but the combining of many coverages 

» iAto one policy with a common expiration 
date eliminates the possibility of loopholes in 
coverage resulting from oversight in renewing 
• existing policies. ' 

4, Coverage tends to be broader and more 
flexible. Most package policies provide new,, 

^ * simplified wording on cssentiSd coverages, as 
well as new. extensions of coverage and new 
perils insured against. ' * ; 

5. Many optional coverages cg^e available. A' wide 
^ variety of options is available in addition to 

' •the usual basic contrapt. No two-^ school 
:i districts are the same; therefore, insurance 

* hieeds vary considerably with the- location, 
. *)iize, and - individual • characteristics. The 

optional coverages allow the company to 
tailor protection as needed. ^ ^ 
'6. Package insurance is generally lower in cost. 
Similar protection. obtained through a combi-i 
nation of indiWdual 'policies usually* costs 
.;more. 

^ jI, Multiple coverage is sometimes more appeal- 
ing to insurance companies. In times when 
certain .areas of coverage become difficult to 
, obtain individually, insurance companies are 
.mojre willing to. write the less attractive risk if 
the'othercoverages ar& included. • J 

* . Important Considerations * ' ' 
Although many types of coverage . miy . be 
packaged into a single policy to cover most of the 

39" \ • • ' ' 



districtVinsurance, the*^chool package policy will 
not include sony' things. It will not- include 
workers* compensation insurance, health insurance, 
life-insurance, income-protection insurance, "^nd 
certatn other hi]ghly specfalized coverages. ^ ^ 

Well-mariagbd schools' with good loss experience 
' ijiay find that a package program of insurance wi!l 
*restilt in a modest reduction in premium or no 
reduction at all. In times of difficult market 
conditions for certain risks, the paclcage program 
may only be able to hold the line on higher < 
premiums* Generally, however, the package policy 
produces' a lesser premium than a combinatiori of ^ 
" public and institutional property- and standard 
w liability insurance, assuming that no^^p^st losses 
have occurred. The good -risk-the district that 
enjoys goocT management and, proper maintenance 
of property and that takes a real interest in safety* 
. and loss preventioh-will benefit from lower pre- 
miums than* would be available through a combina- '•^ 
' tipn of individual p61icies. On the other handy the 
poor risk may have to pay higher premiums than 
other districts. Thus, the plan . encourages^ loss 
prevention. , * c 

GoQd management of •any insurance program 
requires constant review of loss experience. But a 
review of ^ loss experience is impossible unless 
premium costs, and losses for each type of protec- • 
tion lire maintained separately, even though the 
coverage may be combined in a single policy to 
- provide for economy of acquisition and administra- 
tion. For these reasons charges should be allocated 

that it* is known what portion of the premium . 
applies to each area of^ coverage, anjl complete 
records of loss experience should be maintained 
according to the type of coverage under which the 
loss is ihvplved. With this iriformatiou an adminis-, 
trator can determine what areas of coverage need 
adjustment in premium charges and what areas of 
loss experience reqi/ire better security measures to 
« prevent and" control excessive losses. The school 
administrator can thcfcbj^Mep the premium 



advantage derived through packaging of insurance 
coverages. » 

Recomniended Practices 

School disjricts^may secure the advantages of a 
package insurance policy by following these recom- 
mended practices: 

1 . Examine^ the most recent programs of package 
insurance to make sure Jhat the dis"trict*s 
program is being developed along the lines 

* currently offered. ' 

2. Select the types of coverage consistent with 
the district's needs and characteristics. 

3. Prepare specifications in sufficient detail for 
eacM type of coverage to ensure that the 
package will be as^advantageoUs to the district 
in each'particular form of coverage as a single 
policy would be. Incorporate into the'specifi- 
cations ?he biroader coverage usually^vailable 
in certain coverage forms when a p.ackage plaa 
is used. ' > * 

4. Require a breakdown of the premium cost of 
;the*total package to determine' what premium 
charges need adjustment when compared with 
the 'premium charges for conventibnal cover- 
age in that area. . ' 

5. Maintain complete and adequate records of 
loss experience. In this way adequate secuqty 
measures can^be taken to pr<»vent and control 
excessive loss6s. 

6. Insist upon^a high level of service by insurance 
cofnpany representatives because the package 
policy simplifies the administration and ser- 
vicing of the insurance program. The represen- 
tatives shoulc}* know* all about the district 
from an insura)ice point of view and should 
be constantly aware -of the district's needs for 
coverage.- They should be diligent ^ their 
efforts to advise the administrator of the 
insurance f i*ogram*pf all of the steps he onshe 
*can?take tp effect economies in the district's 
insurance program. . ^ 
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Workers' Comperisation Ipsurance 



'Under Division 4 of the Labor Code, a school 
district is made liable for medical an'd hospital 

^ ex|)enses and partially liable for foss of income due 
to injuries sustained by eniployees in the course of 
their employment. All school district. employees 
who are paid wages or salaries are protected by this 
provision. School districts fnay provide, for persons 
authorized by the board to .perform volunteer 
services for the district, insurance covefage that is 
the same as or coinparable to 'that provided for its 
regular employees O^bor Code Section 3364.5). In 
addition, sludents^ bonafidei [wqrk experience or 
occupational training programs are covered ^nder 
tht provisions o^- Labor Code Section 3368 and 
Edubfiition Code Section 5992 [5 1 769] 

School districts may insure their wonkers' com-, 
pensation' liability wit^ the^ State Compensation 
Insurance Fund and not with any other insurer. 

• Further, Labor Code Section 3700 requires insur- 
ance or supervised self-insurance of "...every 
employer except the state and all political subdivi- 
sions or institutions thereof." Thus, insurance is 
permitted in the State Fund but not required. 
Therefore, t|ie choices ^ool districts have are as 
follows: 

k Insure through the State Fund, with an indi*. 
vidual policy. 

2. Be included in a State Fund poliby with other 
School districts in the county through the 
office of the county, superintendent of 
schools. ' ^ • - 

3. Self-insure (referred to as permissible unirisur- 
ance) either as an individual district or within 
a joint powers group. 

Basic Premium Rates 

The rating , structure for workers' compensation 
insurance'^is based upon minimu'b rate legislation. 



The corresponding section number in the new (reorganized) 
Education Code (effective 'April 30, 1977) is given, where applica- 
ble,.in brackets after t^c old section number. 



Insurance Code Section 1 1732- authorizes the 
establishment Of a uniform system of classification 
and rates. The classification and rating committee 
of the California Inspection Rating Bureau annually 
reviews the California accident and payroll data 
assignable to each of approximately 500 classifica- 
tions to determine^ what base rate will be necessary 
to assure the p'ayment of anticipated claims and of 
the cost involved in administering the program. For 
school districts all emploj^ees.are included under a 
- single classification. IQie 'premium for compensa- 
tion insurance is leased upon an established rate per 
each SI 00 of earned salary paid employees. Initial 
premiums are charged on the basis of the estimated 
payroll of each school district At the close of the 
school year, an audit is '"made by the State 
Compensation Insurance Fund, which renders a 
final adjusted" billing^o the school district! 

In .all school districts developing a premium of 
S4,300 over a three-year period, the basic rate for 
employees in each class is subject to modification, 
which may either increase or decrease the basic 
compensation -insurance, premium the district'must 
pay. This experience modification, is calculated by 
lising a/ complicated actuarial formula that comr 
pares the district's loss record with the experience 
of the statewide average employer during the same 
period. It is important for every district to recog- 
nize that lower than average accident experience 
by employees results in direct savings in compensa- 
tion insurance cost. / 

Payment of Dividends 

The State Compensation Insurance Fund returns 
to its policyholder, after full provision for benefits 
and expenses, all surplus premiums. The amount of 
surplus premium that is returned as a. dividend 
depends upon the claims statewide and upon the 
individual' policyholder. Every school' district has 
some control pver its compensation insurance 
costs, for the net cost to the district will depend in 
sortie degree upon the district's accident record. 



. ^ Employee Benefits^ 

Workers'j-comperisation .insurance provides \he 
following benefits to covered employees: 

(.Payment 'of expenses for treatment of an 
industrial injury or illness. Thb payment 
includes doctor, hospital, and medical 
• . expenses and incidental expenses*,' such as^ 
travel to ' and. from the hospital, therapy 
' center, or doctor's office. 
2: Partial payment of compensation for time lost* ' 

because x>f an injury sustained while on the 
Job. Employees currently- are compensated 
5 jUfeginning on the fourth day or on the first 
^ day if hospitalized. Wheh'absence continues 
longer than 21 days, compensation for the 
- . first three days is also paid. 
3. Payment of compensation for permanent 
""injury sustained while on the job. TTie amount 
of the permanent disability rating is deter-; 
miiied by the' Workers' Compensation Appeals \ 
Board *and is expressed* as a percent of 
' . disability..* ^ * 

A. Payment of a death benefit to the family of 
an employee^ or other beneficiary. This pay- 
• . ment is made only when an on-the-job' injury 
results in death, 

» * 
Recommended Practices 

^ As a general guide • to the handling of the 
district's compensation .insurance program, the 
following practices are recommended : 

1. Make one school, official responsible for the 
employee safety program and for compen- 



sation insurance matters .connected \yitho 
employee accidents.. 

.2. Advise each administrator and principal of 
reporting procedures so that all accidents may, 
be reported promptly. The Labor Code 
requires immediate reporting of all industrfal 
injuries. * ' - . 

3. Advise tlie' State Compensation insurance ' 
Fund as soon as an employee who has been>, 
absent because of injury returns to work. 

4. Advise all employees of the coverage to which 
they are entitled. 

5. Develop a comprehensive program of accident 
prevention on a Continuous basis. Passage-of 

- file California Occupational Safety and Health ^ 
Act in 1973 imposed new safety responsi- 
bilities on employers. Representatives of the . 
' State Compensation Insurance Fund and the 
Division of Industrial. Safety are available vto 
advise and assist school' districts regarding * 
safety programs. ^ ^ ^ 

6. Notify the Division of Industrial Safety and 
the State Compensation Insurance Fund 
immediately by telephone or telegraph in 

• every case involving a seripus injury, iilness^»f ' 
, death of an employee. Serious injury opillness ' 
is defined as any injury 6r illness occurring in 
.connection with any employment which 
require inpatient hospitalization for a period ^ 
in excess of l4 hours or in which an employee 
suffers loss of any member of his lody or any 
serious degree of permanent disfigurement. 
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' Chapter Xir ; , . 

Group Employee Benefits 



School districts throughout California offer a 
great variety of fringe benefits to employees and 
their dependents. The benefits include medical and 
dental care disability insurance/ life insurance, 
vision care, prescription drugs, and tax sheltered 
annuities. California Government Code sections 
53205 and* 53205.1 permit schqol districts., to 
furnish such benefits to their employees* and. their 
dependents. The 'increasing variety of coverages 
and the numerous alternatives available make it 
imperative that, those persotis responsible for mak- 
ing decisions regarding these plans -be well 
informed. Those fringe benefits that ^ are nofc 
mandated by law are becoming an increasing 
portion of the district's annual budget. Descrip- 
tions of these various coverages and alternatives 
within each are described jn this chapter. 

' Group Hospital and Medical Insurance 

Group hospital and medical insurance coverage ' 
is provided by service organizations, iri'demnity 
carriers, and health maintenance organizations. The 
rates for this type of insurance coverage within the 
sa^-ie company will vary throughout the state 
because of differences ip medical costs. Therefore, 
it is difficult for a' district to compare costs with 
neighboring districts unless it knows the exact plan 
of a district of comparable size. 

The service carriers provide basic benefits and 
offer major medical (or extended care) for all 
participants. These plans are written on a **pool" 
basis and are J)ased upon the experience of each 
school district. Indemnity carriers rate districts on 
their individual- experience. 

Both service companies and indemnity carriers- 
have made , arrangements in various counties, 
through the county medicfal associations, to estab- 
lish 'a foundation to police and maintain quality ' 
medical services within their areas. Predetermined 
fees are generally charged for ;5ervices rendered.* 
•Claims are paid through the local foundations that 
are reimbursed by the indemnity or service carrier. 



Public entities' are not required to pa;:ticipate in 
health maintenance organizations because they are 
not subject to 'federal wage and hour laws. How- 
ever, some school districts are now offering enroll- ^ 
ment,in health maintenance organizations to their 
employees. Experience has indicated that in streas 
where well-established health maintenance orga- . 
nizations-have been in existejice for some years, 
approximately 50 percent of the employees and/or . 
dependents participate in the program. 

' . . ,^ Dental Insurance , . ' 

Many of California's school districts currently 
have dental insurance programs for employees and 
dependents. ITiree types of plans 'are generally 
found throughout school districts: (1) incentive 
care plans; (2) comprehensive plans; and (3) 
scheduled plans. . . • . 

Incentive Care Plan — - . . 

A. typical iifcentiye cars plan provides a SI, 000 
annual maximum benefit, pays a j)rogressively 
larger percentage of the dental bill on the basis of 
the number of years in mem b.ership .(70-80-90- lOQ^ ' 
percenty, and provides full benefits if the sub-' 
scriber goes to a member dentist. If the subscriber 
does not elect to go to a member dentist, he or she - 
is then paid in accordance with a benefit schedule. ^ 
A jtypical plan may pay, a percej^^ge of .the usual 
and customary fees of the dentist. The plan usually 
provides for payment of 50 percent for prosthetics, \ 
but this payment does not increase as does the 
portion providing for general dentistry care.' • 

Comprehensive Plans « , ^ * , 

Comprehensive dental programs provide for pay- 
ment of a, set percentage of the dentist's usual, 
reasonable, and customary charges 'being paid 
through the contract "^year. A typical program 
would proviBe for an annual maximum benefit of 
S 1 ,500 per person, with no deductible or perhaps a 
S25 deductible. GTeneral dentistry charges are paid 



; at the rate of eithdr 7^/80, or 90 percent. Many 
districts, as a costfcuttmg. device, elect a program 
paying 70 percentjand negotiate in future years for 
. an ir^rease to eitl/er ^0 or 9^ percent^ Prosthetics 
ar% generally pd^ for at a constant rate of 50 
percept/ ' 

Sched^d Plans/ 

Scl{edule/a plans generally provide a "startler" 
program fSr districts because of low costs. These 
plansjoffi6r from $1,000 to 5^500 annual benefits, 
but tnypayme^nt of general dentistry and prosthe- 
tics a/e based upon sa fee schedule similar to that 
foun| in a surgical schedule. 'Th? schedule indicates 
the.^aximum amount paid using a schedule 

• providing 100 percent of benefits. For a plan 
providing 125 percent, the schedule was increased 

• by 25 percent. * . • 

Self-Insured/ Administrative Service 
J Only Plans 

Because of the great, concern 'of many districts 
over the rising cost of medical insurance for 
employees and, their dependents, districts have 
been exploring the possibility pf. partially self- 
insUring or fully self-insuring the medfcarand other 
district-paid plans. This exploration follows, the 
success of some districts in s^eff-insuring or partially 
self-insuring their workers' compensation pro- 
grams. . ^ - / 

, Under a partially self-insured program, the: dis- 
trict self-insures the first, 31,00,0 (or more) of 
benefits and then insures through various carriers, 
the balance of the losses, if^ any. The self-insured 
program has the advantage of offering potential 
^vings if loss experience is favorable. 
^ Many districts 'have been exploring the possi- 
*bility of using administrative services only of the 
•insurance company. For districts with poor or bad 
loss experience^ such a ^lan would probably not 
result in considerable savings. However, for a 
district with a better than average loss experience, 
the use of these services wbuld benefit the district 
by (1) ' eliminating the state premium tax;, (2) 
reducing the administrative expense; and (3) pro- 
viding xf^ferest on reserves. Under an administrative 
services only plan, any program that is negotiated 
with employees will be fully ^elf-insured by the 
district, subject to any stop-loss coverage. Individ- 
ual and aggregate stop-loss coverage will provide 
the safety 'needed irj the event losses exceed the 
totatamo'unt of budgeted premium. * 

The . self-insured/administrative seivices only 
approach to providing benefits is nQt necessarily' 



recommended for all school districts. However, if a 
district does explore this avenue of providing bene- 
fits, it is strOTgly recommended that the services of 
a qualified employee benefits adviser be utilized. 

District-Paid Programs 

District employees have been interested Jn 
.district-paid programs because: 

1 . A definite tax* advantage is provided to the 
employee by having the district pay the 
premiums. The employee does not have to 
pay for various association plans out of his or 
her net income. ... 

2. Changes in the State Teachers' Retirement 
, System (STRS) death benefits resulted in 

considerable loss of death benefits to certifi- 
cated employees. Prior to STRS changes, the 
beneficiary of a certificated employee could 
expect to' receive a death 'benefit equal to six 
months of salary. Following the changes in 
mid-i972, the death benefit was changed to a 
lump^sum of S2,000. 

3. Association. plans began to lower the amount* 
of death benefits as a result of adverse loss 
experience. . ' \ - ^ 

4. The average age of school district employees 
gradually increased as fewer employees 
entered the work force, and the a.d.a. began to 
fall off. 

Th^ four fypes of cover.2^e. provided most often 
under district-paid programs are as follows: 

1 . Decreasing term insurance. For a level amount 
of premium payments, the insurance com- 
pany provides a decreasing scale of beneffts 
based upon the age of employees. Younger 
employees receive larger amounts of insurance 
than do older employees. 

2. Level insurance.-'Vox a given* premium, every- 
one in the district receives the same amount 
of (Jeath benefits. 

3. Accidental death and dismemberment insur- 
ance. For- a relatively small premium, acciden- 
tal death and dismemberment benefits can be 
added to both decreasing term and-level term 
plans. It provides' for additional payments to 
the beneficiary if the insured's death result? 
from an accidental injury. Benefits are paid to 
the insured for accidental dismemberment. 
L^rge amounts of this type of benefit are also 
available on a voluntary basis through payroll 
deduction. 

4. Travel accident insurance. Prior to 1973 the 
Gdvernment Code permitted school districts 
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to purchase travel accident insurance Covering 
employees and board members involved in air 
travel only on school business. SB 663 
; changed' the Government Code in 1973, per- 
mitting a' district to provide travel accident 
coverage for- its employees on a comprehen- 
sive basis dver.a period of 24-hours. 

- * ' Long-Term Disability Insurance 
(Income Protection) 

At first, certificated and classified groups pro- 
vided voluntary income .protection programs 

^ through association membership. However, these 
programs did not meet the needs of nonmembers, ^ 
including ^^ministrators and those, employees who ' 
did not qualify for SIRS or PERS coverage. 
Beginning in early 1970, school districts began ' 
providing such protection for all employees. These 
plans were "integrated** with other benefits 
received by employees as a result of their employ- 
ment by a California school district. The plans 
incl&ded extended sick leave benefits, workers' 
compensation, PERS or STRS payments, and 
Social Security benefits. 

Programs currently written for ^mpbyees of 
school districts generally provide that STRS eligi-^ 
ble employees will receive benefits for a one-year 

' period, while non-STRS eligible employees would 
receive benefits to the age of sixty-five'. The 
programs provide employees with 66% percent of 
their salary in addition to the benefits previously 
mentioned. ^ - ^ 

Vision: Care"^ 

Vision care plans now rank high on eijiployee 
benefit lists. A typical plan provides for examina- 
tion, lenses, and frames. In sqme cases', plans have • 
been written to stipulate an amount the employee 
must pay for vision care before he or she can 
collect benefifs. \ ,\ 

. Vision care plans may be, written as riders to life 
insurance or dental programs. This is the least 
expensive way of proviijing this benefit because 
much of th^^ administrative cost is absorbed by the 
dentel and life insurance portions of the program. 

Prescription Drug Plans 
Relatively few districts iii California provide 
separate benefits for prescription drug plans. The ' ^ 
reason for this is that prescription dlrugs are 
covered und^r the extended benefits section of 
medical plans, with §0 percent of their costs (after 
s)atisfying the annual deductible) bei;ig paid by the 
insurance, carrier; Thii' plan does not' j^rovide 



coverage for catastrophic illness' but does/ relieve 
employees and their dependents of certain pre- 
scription drug bills. ' - .... ' 

Group Legal Expense Insurance 
A number of "prepaid legal services*' plans are 
available. Benefits are designed to provide the. full 
range of legal services that^have beeh identified as 
those ordinary and usual legal expenses incurred by 
wage earners iii their p^ersonal nonbusiness affairs. 
Under the group concept, the^cost of this protec- 
tion for individual group members is readily 
affordable. Methods for obtaining lawyers and' 
schedule of benefits vary from plan to plan. 

, Tax-Sheltered Annuities 

TSA has been adopted as the acronyrnn for the 
"tax-sheltered annuity," an investment thaf allows 
public school employees to defer payment of the 
income tax. on part of their salary until retirement 
or withdrawal from the tax-sheltered account. 

The 1954 Internal Revenue Code, under sections* 
403(b)'^and 501(c) (3), provides that . certain . 
tax-exempt organiz;^tions, including.j:fi4ucational, 
may purchase for employee annuities that do not 
become taxable incor/iC until the employee retires. 
There was some question as to whether this type of. 
program was available to public school employees 
ifnder the original sections. However, the 19,61 
amendments |> the ^ternal Revenue' Code makes 
these - sections appljK^ble to employees of the ^ 
public schools. . . ^ ^ ^ 

After the amendment of the federal statutes, 
questions still remained as. to the effects of TS^ 
under California law. During the 1963 legislative* 
session, the California tax l^ws^ were amended to' 
allow' the same treatment for California income tax 
: purposes as did the federal laws, jn addition, the 
laws pertaining to the S^fate Teachefs' Retirement 
System and to the State Employees' Refiremenjt.\. 
System jwere clarified concerning the effects of 
TSA on^school employees' salaries.^ • 

The tax^heltered ^annuity program dqes not 
constitute either tax forgiveness or tax evasion. 
The tax deferment , aspects of TSA can' produce 
considerable savings for the employee because the . 
amounts paid into such an annuity program are npt» 
subject to income tax during the period of higher 
earnings but become taxable after retirement when 
earnings may be lower. In addition to such * 
probable tax savings, amounts paid into such a 
program should increase in value through dividends 
and interest. 



^> Basically, two iriet^iod§.'can I* used:i:or .setting up 
^ sucH a program ^nd designating a funding a'genby:'^ 

(1) a commercial insurance carrier; .and (2) the 

State Teachers' Retirement System. - 
The following steps,-may be used, as a guide in 

evaluating and establishing a TSA pro-am in a 

school district: 

l.Set up a studyo committee to evaluate and 
'disseminate materials 'and to report' its fmdr 
ings to the administration for review. 
• 2". Refer the matter to the governing board with 
administrative recommendation.^ 
,3. Request the governing boa^d to adopt a 
resolution* that permits district employees to 
avail themselves of the^program. 

4. Hjve interested school district employees 
. authorize the governing board to purchase an 

annuity in their behalf. This purchase is 
accomplislied through the execution of a 
^ ' contract amendment. It should be noted, for 
the purposes of this discussion, that a con- 
tract would be reduced by the amount autho- . 
rized to be paid into an annuity. 

5. Have payroll deductions, in accordance with 
terms and stipulations of contract amend- 
ments, be withheld by the school district and 
forwarded to the annuity carrier. 

Cafeteria or Modified Cafeteria Plans 
Under th^ cafeteria plan, the dollar amount 
allotment per employee is stipulated, in the plan. 
The . eniployee has an opportunity to select the 
benefitslhat meet his or her particular n^eds. 

In (ne "full" cafeteria plaji (becoming jess. and 
less popular), all benefits are truly, optional, with 
the employee Tiavirig access to the total district 
contribution and having the right to select any ' 
coverage offered on the btoefit selection sheet. A ' 
disadvantage to a full cafeteria plan is that it is 
impossible to offer coverages that require lOQ.-^ 
percent participation, such as dental coverage. ' 

Under the modified cafeteria approach, certain 
benefits require au^matic participation. Such par- ^ 
ticipation'is requif^ i^dental, life, income protec- 
tion, Vision, or prescription drug programs are 
offered by the district. An exaniple of a modified 
cafeteria plan is given in the following paragraph: 
. . The district makes $800 available annually to 
each 'eligible 'arid qualified employee. From this 
$800 would be subtracted the cost of^the dental 
program, (SltfO)-; the cost, of a life insurance 
program ($1.5),- or a total of $115 would be 
subtracted /rom the $800, 'leaving a balance of 



,..'$685 for ftie, employee's use on any of the other 
available programs,^ siicK as medical, voluntary life , 
insurance, tax sheltered Annuities, and so forth. j 

Bid or Negotiation Method " - . . 

Two methods of selecting carriep) plansVand,, 
rates are the "bid'' or "negotiation" rriejthod; V*.^ 

LBidi Through the bid method, detailed specific- 
cations are prepared by the employee benefit i 
sp^ecialist and/or the district, with these speci-| 
fications be.ing forwarded to nume^ous^insur-^ 
V ance carriers. Scaled bids are repeived, arid the'*"^ 
low bidder is uSually awarded the business if 
the- specihcations and other ' criteri?/are laut. 
It has generally been found thai it is ex- 
tremely difficult to compare plans of numerous 
carriers even though, detailed specifications 
are requested. 
2, Negotiate, Many firms in Jthe private sector as 
^ well as school districts have found it to their 
advantage to nQgotiate with one or two of the 
prime carriers involved in providing school 
distinct benefits. Because school district insur-. ' 
ance' is a specialty, it. has 'been found that 
• better plans with more faVorable rates can 
sometimes be. secured through, negotiations • 
rather than through the bid method. ' 

ProfessioriarHelp 

The pfoviding'of fringe benefits has becpme 
complicated because of the numerous alternatives 
available covering the many areas of employee 
fringe benefits and the large contributions required 
to provide these benefits. Because of this, adminis- 
trators and management team> should make use of 
the services of an employee benefit specialist either 
as a distinct staff member or as a consultant. 

An employee- benefit specialist may be of 
assistance in helping the management *team analyze 
employee proposals and assist in making x:ounter 
proposals. Once a benefit has been determined a^* 
the negotiating table, the employee benefit adviser 
can then shop and price the plan for the final , 
decision of the management team. ^ • 

_ Oth^r services that can be offered by the 
employee berfefit adviser are: 

1 . Help set the proper priority of employee 
. benefits. " 
^ 2. Provide alternative plans 

3. Help -communicate benefits to employees 
after a plan is selected. . . 

4, Help enroll and conduct meetings. 

^ 5. Make Certain .that adopted plans meet specifi- , 
cations. ' • 



6. Work with the provider at. renewal time to 
determine proper rate increases, if any . 

7. Continually provide the districts with updated- 
, • information as it affects fringe benefits. 

Empioyer*Employee Negotiations 
Prior to the effective date of Government Code 
sections 3540-3549, fringe benefits normally were 
' - negotiated on the basis of the recomnfiendations of 
ail;-insurance committee. Insurance committees 
generally .weJre formed in one of two ways: 

1. The^ various e'm]plQyee organizations, along 
with the administratibn,. appointed members 
to act as a fact finding cdmmittee composed 
of certificated ahd classiified employees along 
with one or two members of ai\ association of 
school administrators. 

2. The district superintendent would Appoint 
members of the certificated and clarified 
groups to act aS his or her committee to mak^ 
recommendations to him or her for jiegotia--, 
tions with th6 school district governing board. 

The passage of collective bargaining legislation 
made it extremely important for districts to 
become aware of the impact of the cost of fringe % 
benefits, on 'the district budget and of the impor- 
tance ifiat dis^trict employees place on these bene- 
fits. 

Two considerations of particular importance* to 
• the management team negotiators are : 

l.The a^eenient with the union ^hould not 
specify insurance . caniers but rather jJefine a 
• plan that would be provided" for the 
' .employees and/or dependents. This^thei? gives 
school administrators the prerogative of 
selecting a carrier for the district which may 
result in conserving considerable district dol- 
lars for other needs. 
; 2. Some legal opinion allows for a coatinuation , 
^ ^ of the bid insurance committee. The. purpose ' 
of this, committee would be to give input to 
^,the district negotiators or staff about 
.^employee fringe benefit requests and at the 
same tjme permit the insurance committee to 
. explore alternatives and plans, and to j carry 
this information back to the membership and 
to the union representatives. Such an,informa- 
tioh exchange would probably not be com 
sidered an unfair labor practice. 

It is important that the best possible program 
for both *-cost and ^ coverage of ' the district's 
employees be secured following the prerequisites 
set forth below: . ' . 



1 . The district should be 4n Complete control of 
the program. Since it will have to sign 
contracts with insurance providers, the dis- 
trict ' should be the one to determine the 

/ carriers and costs. 

2. Selected programs should not permit discrimi- 
* nation against employee association members 

or nonm embers. ' ' ' 
'3. Consideration should be given to requiring 
that the district receive =loss experience data 
from carriers, This information is vital in. 
determifiing whether the cost is too high for 
the, benefit received. 'Maintaining such infor- 
mation in the district's files makes it possible 
for the district to "shop" its plan when'the 
rieed arises, Many companies will not quote 
unless this loss experience is;available. 

Recommended Practices 
The following procedures are suggested as guides 
^ for determining, selecting, .and handling group 
\ employee benefits: < 

A K study committee should be established to 
^ determine what ^benefits j^o. needed by the 

.^istrict personnel. 
% Tlie rpyx^y committee should evaluate the 
insurance, companies on the basis of their 
financial^ standing, experience in the field, and 
locarclaims handling and paying services. 

3. Whejn -a particular coverage has been chosen 
for s'tuiy, an insurance adviser, well^iualified ^ 
broker, gr agent should be consulted. The 
adviser should be particularly helpftiP in 
explaining the latest 'underwriting practices, 
which change constantly. ^ ^ 

, 4. To avoid problems* of evaluation, the specifi- 
cations should ..describe exactly the coverage 
desired: ; - 

a. The type of policy desired 

b. The name of the insured 

Tc. Xhe kinds of coverage required 

d. The specific policy conditions 

e. The policy period (dates) ^ ' 
. f. The premium period ; 

. g. Provisions for continuing protection to ' 
persons who retire from' the district 

5. In general, school districts will get satisfactpry . 
results more often through negotiation rather 
than through formal bidding.^.^ ^ ^ 

6. District quotation forms should be used to 
ensure comparability of.rates. 

7. If formal bidding is desired, maximum public- 
ity shouW be given to the bid proposal, and , 



ample time should be allowed for bidders to 
respond. 

8. If the basis of negotiation is desired, all 
eligible agent^s or brokers indicating an inter- 
e'st should be given ample opportunity to 



submit, quotations and to present all pertinent 

data regarding their services. 
9/The financial stability, service, and reliability 

of the underwriting company and of the 
. broker or agent should be. given particular 
' consideration, s 



Chapter XIII : 

Self-Insurance 



In recent years dramatic changes have taken 
place in the area of risk naanagement. Some school- 
districts have found' that their insurance preniiums 
have doubled or tripled; while in other districts, 
certain types of risk coverage have increased to the 
point where the high cost has forced Hhem to 
assume most or all of their own risk. 

Several factors have caused the increases in * 
premiums.^ Insurance company premium rates are 
based on the loss experience of claims paid and 'the 
return the^ company receives from invested pre- 
miums. In rgcent years, insurance companies have 
experienced .a greater than anticipated loss from 
the number of claims paid; while at the same time, 
many of their investment portfolios have deterio- 
rated.. The result has been botH an increase in . 
premiums and a decrease in mont?y ^jvailable for 
insurance companies to provide excess coverage. 
Insurance companies.have also become more selec- 
tive in areas of coverage. The increases in pre-' 
miums, plus the difficulty ef securing coverage in 
some hi^ fisl^ areas, have caused school districts to 
seek alternative means of providing protectionj^N 
including self-insurance.^ ^ , ' * 

Theory of iSelf-lnsurandCv . 

The theory of self-insurance- is to retain^ that 
coverage for losses that the organization is finan- 
cially capable of absorbing. These Idsses" are pri- 
marily those that may reasonably be anticipated, 
fhat are recurring in^irtfture, and that are limited iqt- 
severity. .§uch losses r^^y be covered by a budgeted 
account to expense the.^sses in the normal course 
of business or by a reserve fund, from which 
payment may be macle for\he loss. * 

To .maintain, a satisfactoty loss ratio with an 
insurance carrier, a district snould not experience 
losses in^'cxccss of 60 percent of the premiums . 
paid. The' balance of the premium is used by the 
insurance company for administrative expense, 
-profit, and the insuring against catastrophic loss. 
Where losses are reasonably predictable and are 
limited, a district is well-advised to expense'' or 
self-insure against such losses. 



The following advantages may be attributed to' 
self-insurance: * 

1. Savings in net cost by eliminating the insur- 
ance companies* administrative cost and 
profit 

f , Use of working capital-and earnings on the 
, reserve, fui^d ^ ^ * . , * . 

3., Better control ^f losses 
4. Greater incentive for loss prevention and'-loss 
•control ' ' ' ' 

Disadvantages associated with self-insurauce are^ 
the following: - . ' 

J- Need to establish a veserye fqnd * 
. 2, Not being able to dettrmine maximum lo)^ 
t that may be sustained 

3. More complicated handling of claims 

4, The possibility extensive self-insurance 
programs further diluting availability of neces- 
sary insurance coverage. and excess protection 
from insurance cqmpanies 



Application of Self-Insuranc6^ 

The . application of self-insurance in a school 
district may vary from a minimal deductible to a 
fally self-ihsured prog/am coverage. However, a 
district must^.have the financial capability to cover 
losses or establish necessary^Tescrvei for whatever 
insurance program that is instituteQ, SelCrinsutancc^ 
has three primary applications: i^..^ 

1 . Self-insurahce at varying levels, wjthin^a school 
district, where 'tjhe district estabHshes4ts own 
limitations an:d provides the required reserve 
funds « . - ' ' • . <v • 

2. An mformal agreement with other districts 
wherein each district 'retaihs its own level of 
self-insurance, with losses above . thjsr level ' 
being insured through a group purchke. 
Under this arrangement, each district is liable- 
for its own losses and does not contribute to 
the losses of any other district. . ; 



See pages 5, 6, and 18 for legal provisions for self-insuring. 



-3. A formal joiiit powers agreement between 
two or niore districts, wherein funds of tKe 
participating .districts are placed in a single 
reserve account and are available for the 
payment of losses. Under this arrangement, 
the (fistrict's contribution may be limited to* 
its own losse's, or all losses may be paid from a 
joint reserve account, which may result in one 
district helping \to pay losses for another 
district. ^ 

* " * . 
AivSchbol district is well-advised to purchase 
stop-loss coverage, whereby the insurance company 
^*pays for any Joss in exfeess ofa set anjount. From a 
practical standpoint, however, such coverage is 
becoming difficult to purchase.. If a district that 
self-insures does not or c^nnol purchBse.stop-loss ' 
insurance, t*ie district is, faced with an unknown.' 
amount 6f obligation in the case of loss: and, 
therefore, the amount of money needed in a 
reserve fund cannot b? predicted. Tlii$ -is probably 
the greatest disadvantage to self-insurance pro- 
grams. ^ ' ^ 

^ Property Coverage 

' For many years property coverage has been the. 
subject of^ftiarself-insurance through the appli- 
^cation ,.oL. (deductible ; am^^ The deductible 
-amounts ma^ be increased in accordance with the 
ability of* the distgct to* establish the necessary 
reserves td *s6rb ^ loss .or^ a peries .of losses. 
'Witlibut a stop-loss provision^a district may be in 
financial 'difficulty if inexperiences serious .losses 
teyond the amount Established in a reserve fund. 

Crime Coverage ' • 

, A district may provide fpr crime- coverage by 
purchasing .insurance >ith varying amounts qf ^ 
d^tiuctible, of it may assUme the total risk by 
s^lf-iilsuring. The: determination of 'whether to S 
self-insure or whether to purchase deductible msur- 
^1^.^:?. .should ,be, based.^on the amount oj: 'adequate - 
securi^sgrovided for the district's physical prop- 
erty and ako<Qn whether equipment is concen- 
trated within 'the^istrict.4f£dfc chooses to 
purchase burglary and robbeiylnSuranc^ policies 
may b,e purchased with deductible amouHts-arxd 
should be purchased frgm the ^ame com|)any thaT^ 
caiTies the district's fidelity bonds. (See page- 28.) 

Liability Insurance 

[ Education Code Section 1251 [35214] permits 
any school' district to self-insurfe against liatiillty of 
the district, its officers, and its employees. Jiovv- 
ever, a district should not self-insure unless it can 



financially assume a substantial amount of risk, 
^•The purchase of insurance polic;esf that have small 
deductibles 'will not result in substantial premium 
savings, and in addition problems in claims investi-' 
gation and'adjus^ng are^ created* if a district 
partially self-insures its liability exposure, a cfeariy ' 
defined agreement is essential between the district 
an;d the insurance carrier ppncpming the adjust- 
. ment of claims. Without suUi 'an agreement, the 
insurance carrier may *declinev to pay a judgment 
against a district if the district, on its own decision, 
has refused to settle a reasonable amount apd if 
a subsequent higher ^jdgmeht qn the same case is 
awarded by the court. Thus, because of the third 
party involvement in liability claims, this type of 
coverage is not conducive to the use of relatively 
small deductible amounts. ' , 

Most school districts do not have the financial 
crapability * to assume all of. theii^liability ri^; 
therefore, self-insuranpe shoulAyyeconsidered only 
if the district can assume a basic risk level, up to 
S500,000 fprlsxample, and can^ then"" purchase, 
excess coverage beyond this amoUnt. The question 
o&nc^ much is enough excess coverage remains 
unanswered. This question must be determined by 
each local governing board. 

Workers* Compe^tioii Coverage 

The most interest in self-insurance is currently" 
being shown in the. workers^compensation* pro- 
gram. This program is popular among . disitricts^^ 
because short-term qash^flow advantages can be 
realized. Also, experie^nce has shown that districts 
will have a better loss control and loss prevention 
Avhen they are directly involved in the management 
of the program. 

Districts, except the very lajgest ones,.mpt join 
in a joint powers' agreement to realize savings on 
workers* compensation. Self insured groups estab- 
lish a fund, to coyer anticipated claims and then 
purchase reinsurance to cover the cata'strophic 
losses. If ah individual district purchases rein^r- 
ance, the minimum cost may be more than districts 
are currently, paying for workers* -Con^pensation 
insurance. Therefore, the districts must /form joint 

,,j)owers groups to share the cost of reinsurance. 

--^orm|l^,,a school district, or joint j)owers group 
wilhGQ^hact with a claims adjustment firm for the 
adminisWatio^^fJhe worker^^mpensatioh pro- 
gram. ^ -^"^^O ' 
.While self-insuranceTbf-WQiJcere^compensat 

-offers advantages, districts s honld'^'^r:!^^ o 
potential pitfalls. For_example, schoql districts 

'may save money on the short term but limst. 



provide adequate financial reserves to meet thelTa// , 
of losses (the length of time between tht date of 
• occurrence of a loss and final settlement of that 
loss). This' tail* of losses may extend .over many 
years,: It may be difficult for a district or e>^n a $ 
joint powers group to establish a large enough fund 
if it has a poor loss record. \ . ' 

Employee Benefits ^ ^ 

Some school districts have indicated a modest 
savings through self-insurance in employee benefit 
packages. .Such a, program normally requires the 
use of contract adjustors and should include the 
purchase of stop-loss coverage to insure the maxi- 
mum-liability of the district. The success of-such 
programs is dependent upon the contract adjusV 
ment facility Used and the ability of tHe district to 
control utilization of the*benefits provided. 

Long-Term Disability % 

Long-term* disability coverage is not recom- 
mended for self-Insurance by school districts 
because payment o^ claims extends ov^r a long 



pe'riod and because estat^lishintpdequate reserves is 
extremely difficult. This coverage is best handled 
through nonmJ4nstlfance channels, 

• • 

Summitry ' 

In any program* of self*insurance, the 4istrfpt 
must determine its financial ability to meet future 
obligations, stop*loss (Coverage must be purchased if 
available, and ,adequate^ i;eserves*must ,be estab-*. 
lished, including an amount to cover incurred but, 
not reported losses." The reserves should be set up ' 
under provisions , of JEducation .Code S^cti/jix^ 
15802.1 [39^602] as restricted reserves available^ 
only for payment of clauns an^ exposes related to 
^ the self-insurance pro- -am to prevent the fund 
' from being used for any other purpose. Savings are 
available through self-insurance, but such savings 
may not justify the added exposure -to'' loss thai 
may be assumed by the district. In all cases, a 
coordinated t>rogram should i}e* developed wherein 
the district assumes liability for those losses it is* 
capable of paying and purchases insurance to cover 
losses above this level.. 



Appendix A 



Suggested Inventory Procedures 



^•''Thc^foUowingJujMwUonVare^^ for those 

diitricts that hive not developed regular^mvetory and 

*property*record piocedures. Essentially; they remesent an 
attempt to lay out mmimal procedures for estaUsnmg and 

> nuintainiog an iiiventory system that will perfnit a sdiool 

• district to do the following: \ - \ ' 

L To, determine \he insurable v^ue of contents to make 
possible an exact estimate of insurance needed ^ A 
. 2« To supptem^t ba$ic records with sufficient da*ta td 
make jpos&ible the full recovery of any losses , ^ 
' 3. To meet the requirements 6f Edik^tion Code Section 
1004.5 [35168]* ^ 

The following steps should be ^takeitjn setting up and 
operating an inventory systeiji:^ 

\ . Develop an inventory classification list that juicludes 
- an alphabetical listing of standard items used in the 
' school district. . 



'The corresponding section number vPthe new (reorganized) 
Education Code (effective April 30, 197?) is given, where applica- 
ble, in brackets after the old section number. 



2. Make use of the regulai^tiff: Use teachers to^^ 
inventory classrooms, custodial to inventory' sJpply^ 
rooms, and clerieal^staH^^to inventory oflices. 

3. Develop inventory forms, aocoriopanied with appro- 
, priate instructions, to simplify the job. 

4. Take the inventory^at a jegularly scheduled iime. 

. Ordinarily, the end of the school year is most^ 
satisfactory. ' ' 

5. Take the inventory room by room, »building^y* 
. building. A p)at identifying the c<>om^^each scHoil 

by their 'numbers is a helpful device. Room invent 
lories ^should b^ consolidated and summarized*^ by,, 
school.^ This responsibility may be delegated io^^ 
i individual^ principals' or may be assumed by th^^' 
business office* • * ' * , ' ^ . 

6. Price the inventory for each school by assigning unitr 
prices to each type 6f itejh, computing th^cost of ihi 

^ units cf each type of item, and then computing fhe 
' cost of-all types of it^ems. The current market^st;pf ^ 
* replacement for new items similar.^n kind should be 
used* C^ost data may be ^cixxfA from curreB^^byichas- 
ing records, fron[i'^jmani^acturers'^atalogs,^:Md from' 
vendors. * ""i A sV ' 

7. Adjust replacement cost for «depreciatldt^ to^ dVtft* 
mine insurable value.' , . .. 



' Appendix B . • ^ 

Sample Inveptory.Form 
Elementary Clas^oom Inventory 



General Instructions 

General administrative instructions should be given here» 
' including such items as. who is- responsible for taking 
inventory and when itjs to be completed. 

. Specific Instructions 

Specific instructions should include all itehis of furniture 
and "permanenf^' equipment tfiat are removable; i.e!» those 
items that arc neither integral parts of* a building nor 
permanent attaihrnertts to it. Items should not be included ' 
that are permanently attached to tlie walk, floor, or ceilijig; 



built*ins; and small items that arc easily les^, such as 
scissors, stiplers, and the like. 

It should be i^nderstood that the items to be enunfcrated 
in the inventory^ form will vary from school district to* 
school district^ The example presented here is a general 
form that has proved effective. A unified' school district 
might need four different inventory forms-one for eleinen* 
taiy classrooms, one for high school classrooms, one- for 
junior, college classrooms, and a general' form for usc^in. 
;areas such as laboratories, offices^ and gymnasiums. Each 
^sdiool district should develop forms to meet its own needs. 
A sample inventory form is shown below: ' • 



ERIC 



Sample Inventory Form 
ELEMENTARY CLASSROOM INVENTORY 



School \. 



Room Number „ 



» Entered bv^..., 

.Date ™ 



DcicnptK>(i ^ . 




Coit pci unit 
* * 


ToiaI coit 


Chairs (by OUtancc from waj front to floor) 




i 




I 






—i 

4 
















— v * 






\ 


























* 










* • 

Desks, Studikt • 


« 


'v • 


« 

\ 


















^h'»^blc^fi^K(»mgll>),; ' '\ * ,' .; . 









44 ' 



53 



Samwj: Invcntomy FoM€-^ontin\icd' 



DctcriptioM 



TablesSesk (doubk). 



Tabic arm desk<ha«r- 
OtW (dcscnbe)j 



Desks, Teacher 
Single, pedetui, wood. 



Sing |c,'pc^e$ta1, meuL 



^>oubIe^pedetu1, wocSL 
Other (describe) 



FtLiNc CA»iNrrs 
2rdraw^r, meuL 



3-d rawer, meuU 



\ 



• 4-drawer, metaL 



Other (describe). 
•U.S. FxAcs' ' / 

Size 



\ 



CAUroRNiA Flags 
SimI 



Shx- 



Ot^r Fucs (pescribe). 
' Flag Stakds, Pepestal^ 
Globes 
"Sire 



Size- 



Mafs, Wall Qi%t separately). 



Note: (There has been no attempt to make the'above list*^omplete.) 



Inclupe Iteus Not Listep 

• 




\ 




Dt«cnptk>a 




^tp»l pet Uttll 


TotAl cost 




% 










^ — 








\ 








\ 


— \ — 


J ^ : 




• \- 








\ 
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^ Appendix.C . ' 

Form for Listing School District . 
; ^ Insurance f^olicies • • 



..SCHOOL DISTRICT INSURANCE RECORD 



Cbm|Mnx 



Number of , 
policy • 



Name of broker 
or ascot 



Ezjuratton date 



Tcmof policy 



Premium 



Amount of 
cov^afc 



DescHptioa of 
coverifc 



Appendix D 

, tax-Sheltered Annuities AgreenTent 
. (With Hold-Harmless Agreement Clause) 

WHEREAS, the Board of Education of the ! -School District of- 



County, California, wishes to make available to its employees the provisions of Public 'Law 87-370, United States 
Internal Revenue Code Section 403(b), and California Revenue and TaxaUon Code Section 17512;and 

WHEREAS,- the company designated below has offered to pJovide tax-sheltered annunties complying witK federal 

and state law for eligible employees of the Board of Education wishing to have such 

annuities purchased for them by the board of education; therefore, 

IT IS AGREED AS FOLLOWS: . 

^- :— TT > hereinafter called the company, shall provide for pufcliase l^y the board of 

education for its employees only Annuities without a life iiisurance c^.^ment complying with the provisions of 
Public Law 87-370, Section 403(b) of the United States; Internal Revcnue^de and SecUon 17512 of the 
California Revenue and Taxation Code and any other pertinent presents Future federal or state law. Such 
annuities shall be iv^able for purchase by- the. board of education Yor^liy legally eligible employee electing to 

. participate. - - / ' * « 

2, The company,, together with its agents and representatives, shall cobply with all pertinent written directives 
regarding the.sobcitation of employees of the board of education and the purchase of tax-sheltered annuititt. 

3, The conipany shall hold harmless and indemnify the^oard of education, the school districts, their officers and 
employees, for every claim anS demand, includinglhose based upon negligence of the board of education, the 
districts, their officers and emi^oyees, whichjifay be made by reason of the purchase of annuities by the b02vd 
of education.^*' - ^ . . ^ . 

4rThe company, at its oym cost, experfse, and risk, diall defend any legal proceedings- that may be brought 
against the board of education,^^ school districts, their officers and employees, on any claim or demand and 
shall satisfy any judgment thai, may be rendered against any of them. The board of educatioh shall notify the 
company on the receipt of any such claim or demand. * - , 



Date * ^ ^ Authorized officer of the company Title 

StatC'ofCalifornia ) Ackhowledgment 

^ r . )SS 
County of . ) 

^ : > the person whose name is signed above for the company and whoAjs known to me to be the 

individual and officer or partner as stated above who signed this^nstrument, personally appeared before and 
acknowledged to me that he had executed^ it, aitd that the corporation or partnership named above had executed it 
in accordance with the bylaws or resolution of the board of directors. 



(Seal) 
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Notary public for said county and state 
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Glossary 



Accident insurance-lnsui^nce designed to cover accidental 
injury* on an occurance basis without reference to legal 

^ liability. The agreement may in some predetermined 
measure compensate an injured individual for the cost of 
medical care, for the loss of time f^pm his or her job, for ' 
personal injuries, and the like. 

Actual cash value-See Insurable value. 

Additional insured— An endorsement o^ certificate wherein 
"the carrier names another party as an additional insured 
" under the contract. Provided direct coverage of the 

. policy to the additional insured. Coverage should be 
indicated ^s primary over any other insurance ^to avoid 
participation in any other coverage. < 

Adjuster-k perscyi (or organization) who settles claims 
covered under an insurance contract. A company or 
independent adjuster represents the carrier; a public 
adjuster represents the insured. 

Agent, insurance-An official representative of an insurance 
company with limited power to act in behalf of the 
j:ompany. Since the insurer (company) does not usually 
deal directly wfth the insured (school-district), negotia- 
tion is usually carried' on through an agent who 
represents the insurer or through a broker who repre- 
sents the insured. 
" Aggregate deducttble-^The total o.f all per loss deductibles 
that must be suffered by a policyholder in any one y%ar 
on any one policy. 

Aggregate stop-loss insurance-A form of insurance cover- 
age that provides a limit on-^the amount. of'aggregate 
deductible that a policyholder may suffer in any one 
year. After the limit is leached, the aggregate stop-loss 
insurance assumes the, responsibility to pay all sub- 
sequent deductible amounts.- * ^ 

Appraisal—An estimate of value. For insurance purposes, 
the appraisal usually represents the insurable value. 

AvetUge-clause-An agreement included \u a policy by 
which the insured agrees to carry, for a reduced 
premium rate per^SlOO of insurance, insurance coverage 
in a definite amount stipulated as a percent of the 

-Jnsurableji/alue o£lh& property or properties involved. 
Under such an agreement, the insured may recover for a 
loss only in the proportion that the amount of insurance 
actually bears to the amount of insurance required by 
thewerage-clause agreement. 

Basic rate'-Vxe rate applied to a whole class of policies on 
similar risks. This rate is subject to modification through 
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charge or credit, depending on the particular characteris- 
tics of the risks (loss, experience). \ ' » 

Binder— A memorandum from the insurance company 
cd'nfirming that, coverage is in effect pending issuance of 
a formal policy. * . , , 

Blanket coverage-^A policy that covers two or more risks. 
In schoprfire insurance, blanket policies that covepboth 
buildings and contents at several or all locations are 
commonly employed.. Blanket fidelity bonds cover all' 
employees* ' ' , 

Blanket position fidelity bond-- A bond, that provides 
recovery up to the face amount of the bond for cacli 
^employee involved in a loss resulting from a dishonest 
.act. ' ' ^ • . , ^ 

Broker, mst/rance-A representative of- the district who ! 
assists in placing its insurance business and in carrying on 
other negotiations with insurance companfes. Generally, 
the insurer (company) does not deal directly with the 
insured (school district) but acts through anageiU who 
represents the insurer or a broker wjio represents the 
insured. ' 

Broker of record— A broker named by the insured as his or 
her representative in establishing a rate (as an average 
.rate) through a rating bureau. The broker is thereby 
established as the exclusive representative of the insured ? 
in negotiating with the insurance carrier. 

Burglary-The criminal abstraction of property by any 
person or persons forcing entry into* locked premises. 
Burglary insurance policies ordinarily cover such acts 
only when there remains upon the exterior of the 
premises visible signs of forcible entry by tools, explo- 
sion, electricity, gas, oir chemicals. A blown safe js an 
example of evidence of burglary. 

Certificate of insurance-^Cexiiriczte issued by or on behalf 
of carrier verifying insurance coverage. Does not make 
coverage applicable to anyone else unless additional 
insured endorsement is included. 

Coinsurance-Thzi portion of a fire loss that must be 
assumed as a result of failu r e t o c a rry the -a m o unt - pf 
insurance called for by the average clause; that portion 
of a payment under ho^ital-medical coverage assumed 
by the subscriber (frequently on an 80-20 basis). 

Coinsurer-A provision in a policy that requires a policy- 
holder to participate in a loss (or become a coinsurer). In 
fire insurance policies, the, policyholder may become a 
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coinsurer if he or she fails to insure^ his or lier property 
• to a speciffed.percentage of its actual cash value. 
Commercial blanket fidelity bond- A. bond that provides 
recovery for a dishonest act of an employee or 
employees! The total amo.unt reqovered is limited to the 
face amount of the bond. 
Compensation wsMnz/ice-Coverage undef Division 4 ofthe 
. Lat)or Code making all employers, including public 
agencies", responsible* for medical, hospital,, and partial 
wage^ losses {hat result from on-the-job injuries to 
employees. School districts must insute against such 
liability with the Stafe Compensation ,Insui;ance- Fund 
and "not with *any other insurer. The dhtr.ct may 
Self-insure' workers^-compensation risk. 
Comprehensive iiabiiity insurance— U^bWiiy insurance 
written to cover all legal liability exposure except that 
which is specifipally excluded in the insurance agree- 
ment.^This policy is usually recommended for school 
district iise^ ^, . ^ 

Concurrency— A situation \vherein more than one policy 
covers the same risk and each 0/ the policies contains 
(identical insurance provision^ jn all respects except rate,"^ 
vterm,and amount of insurance. . / 
^Consequential loss— A loss not directly caused by the peril 

insured against but resulting therefrdm. 
* Cc?wto//s-Ordinarily, all equipment an^^ furnishings housed 
in a building but neither integral parts of the building 
nor permanent attachments to it. . ^ 
Contract semces-Independent claim adjustment or safety 

services used by a self-insurer on a **contract**basis. 
, Corridor Out-of-pocket expenses paid b> a subscriber after 
payment of bar; benefits but prior id application of 
major-medical coverage. " 
"Cut through** endorsement Ati^endoTsemenl 10 a policy 
that grants to a policyholder the right to enforce the 
terms of the policy directly against a reinsuring con^pany 
in tne event of insolvency of the insurer that issued the 
policy. 

Deductible-ThQ amouht a policyholder must suffer as an 
agreed amount of loss< This amount must be lost firstly 
and ' "deducted** fitm the . total of the damage to 
determine the amount the insurer must..pay; thus, this 
amount is termed the deductible.' (See also Per loss, 
deductible, ^gg^^S^te deductible^ and Aggregate stop- 
loss insurance.) 

Depreciation— A measure of the extent to which an asset 
has* been consumed. No property or asset is completely 
permanent or immutable. All assets are subject to 
gradual consumption'oj erosion. If the quality of rarity 
is excluded, any **old** item is less valuable than a "new*^ 
item ,of identical kihd and quality. For accounting 
purposes, depreciation is usually considered to^ be a 
funHion^Tlime^ " r 



Depreciation insurance Fire insurance coverage wrrtfen as 
an endorsement and designed to cover the difference 
bjetween full replacement cost of property or properties 
and the ordinary '**ir Mrable'* value of the property, 
which is replacement value ' less depreciation* Such 
coverage is also known as replacement insurance. 
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Deviation-lhe amount by which a rate differs from one 
published by a rating bureau, P ^ 

Distribution cte/se~A provision otl blanket fire insurance 
agreement yiat restricts the amount of recovery for loss 
occurring to .any individual buijding or property to the 
amount of insurance covering that specific property. The 
distribution clause is required by most companies when 
" an average clause of le^s than 90 percent is used. ' 

Endorsement -A written agreement added on or attached 
to an insurance policy and either clarifying the original ' 
basic insurance agreement or amending it by re^'cting^ 
or extending its provisions. . ' * 

Excess carrierlcatastropJuci. liability carrier- An insurer 
whose policy does not pay until a loss exceeds an agreed 
amount (excess insurance). Such amount of loss may be^ . 
insured (primzfry .insurance) or it may be self-insured 
(^elf-insured retention, , SIR). Many carriers will x>nly ' 
provide such excess insurance at a level that will protect 
a policyholder fronj amounts of loss that would^ have a 
catasjtrophic impact. ^ » ' 

Excess insurance— A provision giving coverage-after a policy 
in a basic amount lias been exhausted. 

Exclusibn—A cfiuse or provision in an "insurance contract 
speciQcally- stating that a defined act, situation, or 

/ property 4oes not come withir the scope of the ri^sk 
being assumed by the insurance company. 
' Experience-The claims history of a risk. 

Extended coverage insurance protection writter\' as an 
endorsement to a fire insurance agreement extending the 

. protection from loss by fire and liglitning exclusively to 
>Joss from the additional perils of windstorm, • hail, 
explosion (except steam boilers), riot, riot attending a . 
strike, civil commotion, aircraft, vehicles, and smoke. 

Faithful-performance bond-A surety bond that covers 
losses due to mistakes in judgment, acts of omission, and 
infidelity. ^ ^ 

Fidelity bonds-A form of suretyship that protects an . 
employer against loss caused by the dishonest acts of 
employees. • ^ ' 

Floater-' A type of policy covering portable property. 

Group insurdnce-An insurance^ agreement made between 
an insurer and an association or organization covering all 
♦or part of the members or employees. Life, accident, 
health, and hospitalization insurance are often written 
on a group basis. 

/^A7? -An abbreviation or acronym for the term "incurred 
but not repotted.** The values of all happenings that 
have occurred but have not as yet been reported to the 
insurer. Such IBNR estimates are baseB on historical 
average as impacted by current trends. 
-fftcwred loss^A Ijiappcnmf mrwtrt<ilt a payineni^TTantnn^ — 
pated but final settlement has not yet taken place. The 
value of such incurred loss includes the estimate of 
ultimate settlement, including any interim payments. 

Individual fidelity bond-A' bond that covers the dishonest 

acts of a specific employee, officer, or agent for a 

specified amount, sometimes known as a name bond. 
. » * ■ 
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InsuTfible value-Tiie current replacement cost of a property . 
. . less* depreciation,^ and less noninsurable or excluded 
items. , " 

Insureu-The party or organization whose risks are being 
transferred or assumed through the insurance contract or 
policy.. When % school district takes put insurance, it is 
the insured party. ^ 

Insurer-Th& insurance company or companies; a business 
organization licensed by the sta^ to write insurance 
(i.e., to accept By contractual agr^eement the transfer of 
risks for uncertain losses of other individuals or groups 
\ of Individuals and to make accumulations to meet such 
losses)/ . . ^ 

ISO-^An abbreviation or acronym, for Insurance Service 
Office, which is a national insurance rating organization 
that establishes fomis, rules, and rates for most property 
and liabiht^ lines of insurance. - ^ 

Joint powers agreement-A formal agree*ment provided for 
. by law (Government Code Section 6500) wherein 
separate entities may exercise jointly any power they 
have individually. One entity may share in assumption of 
losses by another. This device may be used to purchase 
insurance or provide for uninsured losses. ^ ^ 

Larceny-k broad, term that generally covers the*<;riminal 
abstraction of property. It is often used synonymously 
with theft when the act is not classifiable more 
specifically; e.g., burglary, robbery, or embezsdement. 

Liability-The legal obligation to assume responsibility for 
o^e/s own acts or omissions, including the injury 
occasioned to another's person or property because of 
lack of ordinary care or skill in^tke management of one's 
property or person. 

Liability insurance-lnsuxdnice designed to cover some or all 
, aspects of- the* legal liabilif' exposure of the insured.' 
California school district^ are legally liable for the 
negligence of their employees, officers, and agents, as 
well as for^njury resulting from dangerous or/defective 
conditions of scho^ol property. The liability must be 
covered by liability insurance. 

Loss-The amount that an insurer must pay or anticipate 
paying as a result of'a happening against ^which it has 
insured. (See'also Paid loss and Incurred loss.) 

Malpractice insurance— Insurance against the liability that 
may arise from the rendering or 'failure .to render 
professional treatment or services for the body of any 
person. For a school district such insurance is used 
generally to cover the professional acts of the district's 
doctors lor nurses*. 

Master policy- A policy in which all general conditions are 
set forth and under which certificates referring to the 
master policy and describing the particular transactions 
- are sen t to in dividual insu reds. 

Medical payments insurance—k form of accident insurance 
designed to cover to a specified limit the cost of medical 
expenses incurred by or for any person who sustains 
bodily injury caused by an accident, even though the 
• insured is not legally liable. ' 

Mutual company-An insurance company organized as an 
association of the insured without other owners or 
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stockholders. Claims are to be paid' from preniiums and 
surpluf * If claims and expenses exceed ingonie, policy- ^ 
holders ar^ subject to assessment except where nonas- 
sessable policies are issued. 

Name-schedule fidelity bond-k fidelity bond that covers 
to a limited amount the dishonest acts 9r employees 
designatedby r^e in the bond. 

Negligence-VdMiQ to act as a reasonably prudent person; . 
would be expected to act under similar circumstances. 
Since this definition is subject to very broad interpreta- 
tions and since the school district is potentially liable for 
the negligence of its 6fficers and employees, potential 
exposure of a school district to liability claims is very i 

' great. . . ' ' — ^ ^ ] 

Nonconcurrency—WzxiziXQn in the terms of separate policies ' 
written to cover the same property or risk. This variation 
represents unacceptable insurance practice under any^ , 
circumstances. . ' \ 

Obligee-The party in a suretyship contract in whose favor 
the bond «is issued, ^yhen a school district takes out a 
fidelity bond to protect itself against loss caused by the 
dishonest acts of an employee or employees, the school * 
'district is the obligee. ^ • 

Original cosf— The actual cost, of an item or facility at the 
time of original acquisition. 

Package insurance -Multiple coverages combined for rating 
and coverage purposes; 

Paid loss-wlhe amount actua' ' )ai'd in the final settlement / 
of a loss. ^ . * . 

Partial self-insurance-Comblnlng the concept of insurance 
(risk tranference) and self-insurance (risk assumption). 
The amount of liability/loss (arising^ from risk) to be 
self-insured is determined and the remaining liability 
transfer^d ^to an insurer by purchasing an insurance 
policy. " , \ 

Percentage contributing^The amount that a^coinsurer 
agrees to participate in any loss. 

Perjoss deductiblC'-The amoui\t of agreed, loss that must be 
suffered by tfie policyholder on each and every loss.;. 

Policy, insurance—The agreement or contract between the 
insurer and the insured.- . r . ' . 

Policy term-Jht period of time covered by an insurance, 
agreement; for example, fire insurance is written on a , 
one-year, a three-year, or a five-year basis. ' 

Pooling— The sharing o^ liabilities on some fixed or percent- 
age basis. Pools are often established when no single 
participant is able to assume the full extent of ^ability 
and needs others to help share the burden in totals , 

Position-schedule fidelity bond-k bond that covers losses 
resulting from the dishonest acts of any individual while 
he or she is filling one of the positions named in the^ . 
bond. , ' . ^ ^ 

Principal(s)-The party or parties to whom a contract is 
directed; in a suretyship contract, the party or parties 
whofie acts are guaranteed; in the case of a school district 
fidelity bond, those employees against whose possible 
dishonest acts the district is protected from loss. 

Pro-rata cancellation-Return of an entire unearned pre- 

• mium without penalty. 

/ 
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Products /Mi//<v-Liabflity fc^r damages resulting fr5m 
products 'manufactured and' sold, including items of 
food. . " ^ 
' Public institutional property form (PJPh^ fire insurance 
form designed for use by schools, other public agencies', 
^ and churches. " ' ■ 
Rate, premium-lhe unit charge made for insurance prcftec- ^ 
tion, usually quoted as the/charge' for each $100 pf 
coveragej^ 

Rate term— The period of time upon which a premium is 
based. Fire insur^ce is written upon a one-year, a^ 
three-year, or a five-year basis. The rate for a five-year 

' policy^is computed at 4.4 times the annudl rate; the rate 
for ^ three-year poh'cy is 2.7 times the annual rate. 

Reciprocal exchange-Aa unincorporated association of 
^ companies or individuals set up to permit its members to \ 
take out reciprocal insurance.- 

Reciprocal insurance-A plan of insurance by which each* 
policyholder is an insurer as well as an insu^d and is* 
liable for the payment of claims for all other insureds • 

- excej^ where a nonassessable policy is issued; also callecl * 
interinsurance.. 

Reinsurance-The process whereby an insurer may share 

risk with another insurer by paying to a sharing insurer a 
. portion'of tfie premium, depending on the share oi^risk 

assumed. Rein$urance is an agreement betVeen insurers 
^and does not affect the rights of a policyholder,. 
Relative value schedule (RVSj-K schedule of units fot 

various medical procedures and services to which dollar 

.values are assigned. 
Replacement cosr— The current market cost of replacing^an 

item or a facility,- suclTaT^a building jor a part of ^ 
^ , building,- with a ne^ itenTorfacilityThat is identical or- 

essentially similar in kind. - 
Replacement insurance-See Depreciation insurance. 
Reserve-Funds set aside to provide payment for anti- 

* cipated losses. (Sce.also Restricted reserve.) 
-Restricted reserve-^k reserve authorized by code which 

may be used only to pay specific claims. It is maintained 
as sep^arate from the working funds of, the district and 
may not be drawn upon for any purpose other than loss 
reimbursement., r 
Retrospective rating-k method of determining the final 

* rate/premium for a policy after policy expiration based' 
^ on the losses developed during the policy period. Most 

plans of this type are abased on a formula whereby the 
* final premium is^a combination of (insurer expenses) 

plus (losses developed) subject to certain minimum and 

maximum premium limitations. ^ 
Rider-An amendment to a policy added at the time of 

issue.; 

Risk-The chance of loss. Specifically, the possible loss or 
destruction of property or the possible incurring of a 
'liability, . • , 

Risk management—The method of minimizing the adverse 
effects of ri^k at minimum cost through its identifica- 
tion, measurement, and control. * 

Robbery'-The felonious abstraction ot property by means, 
of personal violence or Areat of personal violence. An 
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armed holdup is an Example of robbery. However, even 
though a weapon is not used, robbery is still committed • 
if violence or threat of violence is present. ^ - 

Self Insurance (perrnissively uninsured^The "positive" act 
of identifying risks and setting aside reserves to meet the 
anticipated liability/losses arising from such risks. 

Short'rate cancellation- k penalty charge against an 
imeamed premium vyhen , a policy is cancelled by the 
, insured. _ . \ .^^ 

Sound value-See Insurable value. 

Standard form-k policy form generally in use, or in some, 
instances, such as workers' compensation, a policy form 
^.prescribed by law. 

Statement of valHes-k formal statement made to an 
insure- >r rating bureau, setting forth the insurable value 
or properties that arcf to be insured. 

Stipulated vn/we-A value, agreed to by both parties to a 
contract, \yhen a stipulated value clause is a pirt of alire 
insurance contract, the insured 'and -the insurer agree to 
accept a specifically stated- value as the amount of 
, insurance that' will meet.averagenjlause requirements as 
long as the covered facilities are not modified or added 
to. ' " ' ' . 

Sfoc]Q company-kn insurance., company with ownership 
vested in stockholders. 

Subrogation-The right of an insurer to recover from a third 
pirty. * *^ , 

Surety-k company or individual that guarantees to a 
second party the performance of athix^d party. The most 
common Ignd of suretyship is exercise^ through the 
fidelity bpnd, by which an employer is protected against . 

Ioss„jcaused_by-.lhe-dishonest or criminal acts of an 

employee, officer, or agei|t.. , . 

Surety bond-k contract^by which a company or individual ' 
guarantees a second party against loss due to acfs or 
omissions of a third party. Common examples of Surety 
.bonds ^re the. fidelity bond and the faithful-performance 
bond. . • : ^ 

Tax-sheltered annuity-kn annuity purchased under Sec- 
tion 403(b) of the Intern^ Revenue Code to defer tax 
o|i a portion ofincome. *^ . , 

Theft-k broad term that includes criminal abstraction of 
property by stealth when no signs of violence or forced 
entry>are apparent. 

The tail o//o55e5T-The length of time between the date of , 
occurrence and final settlement of the loss, ; 

Tbrr-^Any wrongful act not involving a breach of contract 
but resulting in personal damages for which civil adtion 
may be taken. In contrast to a crinfe, which is a \ 

* wrongful act directed against society generfily , a tort is a 
wrong directed against a person or persons. However, an 
act may at the same tinte be a crime'and a tort;e.g., dn ' 
injury to a person resulting from another's drunken 
driving. ^ . 

Unearned premium— k premium applied to an unexpired 
period of coverage. ' 

Vandalism-The willftll or maliciflws physical injury to or 
destruction of property. 

Waiver-The voluntary deletion of any part of coverage in 
the term$ of a policy. . • 
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Tor torts, 16 

of districts, 5, 16'- ' \ - 
insurance* mandatory, 5,17. 
policies, 17 * . • 

Loss experience, 50 ^ 

Medical 

' coverage, 18 , ' 
, - paypients,^ 24 ^- ' • . 
Meirantile robt>ery i;isurance,'^ 27 
Money aod securities insurance, 

brQad-fonri, 27 , " , * 

Negligence > • . ^ ^ 

of board jmembers,' 5,1 6 

of school districts, 5, 16. 

of employees, 5,10 / 
Package poli(^, 14 

Policy 

distribution, 3 
district, 3 

exclusions, 17 / / 

expiration of, 30 . 
' package, 14 * " 
• period, 18-49 

Public and Institution A Property »' - 

' Form(Pi.P), 14 , 
Physical damage^insurance, 23-24 
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code provisions on, "5.^ ^ 
damage of/ *1 5 
floater, 21'' 

recprdsi 9 ^ 

• valiiftof, 9,11 , j 
Publid and Institutioiial Proper^ 
Fonn(P.I.P,), 14' 
Rate of depreciation. See 
. Depreciatioh. 
Risk Management ^ 
'definition,. 1 % 



system chart, 2 
Records 

of contents, ,11 
* of equipment, . 1.1 
. df property, 9-^ 
of values, 9,J1 
Reptacement cost, 1 2 



Revolvini^ cash fund, 7,25-26 
Self insurance 

definition, -40 
- employee benefits, 42 

liability, 41 

workers' compensation, 41-42 
Specifications,. 18-19 
Student accidents, 6-7 
Theft 

by employees, 28 
. coverage, 23, -27 
^, ofvehicle,^/23-24 ' ' • ; 
Mort: See Liability, 
; Value, insurable, 9 
. ^Vandalism and malicious mischief ^ 
insurance,. 14 
Vehicle 

collision coverage, 24 



description of,' 4 8^ 
• injury; inedical payments for, -24*' 
insurance, comprehensive, 23 
insurance, state, reimbursement 
for, 24. . " • • 
liability insurance, mandatory, 23 
physical damage tq, 23 
property damage by, 23-24. , , : 

Uninsured-niotorist coverage , 24 

Workers' compensation insurance^ 
benefits under, 33 
code provisions for, 32 
premium dividends under, 32 
. rate modification'^ of, 32 
and office of county superinten- 
dent, 32 • * 
self insurance, 32 
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